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ABSTEACT . * ^ 

. Alternative methods for taxing the mineral industry 
at the State^ level include four types of taxes: the ad valorem tax, 
severance ta^x^ gross production tax, ctnd liet production tax. „ An ad 
valorem tax is a property tax levied pn a mineral deposit's assessed 
va\ue and due vhether the deposit is being worked or not. ^ The . 
severance tax is usually ah exisetax^ paid by the producer for the^ 
privilege of extracting resources from the, soil. The gross production 
tax is almost identical to the severance tax, but is based on a 
percentage of the 4ollar value of the ore extracted rather than a 
fixed amount per ton. The net production tax is also similar, but is 
more closely related to. a net income tax because companies are 
allowed to deduct som^ expense,s f rom gros§;-revenues in order to 
define net taxable production. This document compares the^our kii^ds 
of taxes on the basis of ease of adoxnistration, social justice, 
consistency with national economic goals^ and revenue adeguacy.It 
cites the severance tax and^' gross production tax as appearing to ' 
-provide the best vehicles for taxing mineral activity.' Because the 
construction and development' phase of a mine causes financial strain 
for a community in providing new^ervices (e.g. , schools and expanded 
water and sewer systems) before new tax revenues become availablei. 
discussion is given to programs - by Mon:fcaiiar North Dakota, Utah, and 
Wyoming to reduce the fiscal, impact of new mineral development. An 
overview of mineral tax laws in jeach of the 25 major mineral 
producing 'states is also* given. .(DS) " ^ 
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' ■ " ' . . ABSTRACT ^ , ; ' • 

^ ;^r^our- alternative ^va minerals-e-ad. v&loi:*^' taxes, , gross pro- 

ceeds taxes, net proceeds' ta'xes, ^and severance taxes—are described and evalu- 
ated* 'Taxes .are compared oii the bases of ease of ' aidministr^ion, social 
- justice, consistency with national econoinic'' goals , and revenue adequacy. The' 
gross production tax and the ^eyeriance^'tax' -are 'the most' desirable-, with the 
gross production ta?; preferred except when "the market price ibf:;;^he mineral,,is 
difficult to establish*" The report also provides summaries 6f "t;\ie mineral 
tax^l^aws as of January 1978 for *each jDf the ipajor mineral-prodV<i|T^g .States. 
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/ - , • . -FOREWORD ^{ 

As the coal resourcejs o^f the northern Great Plains are developed, new 
demands 'are placed on the ^economic; systems of the connnunities in the region. 
Labor will be required for ^he mines and the conversion facilities. Service 
capabilities for both the mining and ^ the 'added: population follow ^nd 
around the development. The additional cost of community facilities and their 
operation are provided through .tax- revejaues. The fiscal imp^act: is the compar- 
ison of revenue ^d expenditure flows over time as local communities respond 
to resource* development. , 

This report is part pf -an intensive study by the Economics, Statistics j 
and Cooperatives Service of ' methods of es^Cimating population', employment, * 
incomes, and the jiet fiscal impacts c^f co^l development in the rural communi- 
ties of the northern Great PlainsC It' updates ^n earlier re porf- published by 
the Environmental Protection Agency. ' - . ' ■ - 

• ^ * - * . • . » 

This study provides an overview of^mirieral taxation in each of the major/ 
mineral -producing States, information useful to States considering revision of 
their •mineral' tax systems. These summaries, howe^r, cannot substitute for 
car;efui.^^eading of ^ each statute. Taxpayers -who want to know the detail of th^ 
law in t^eir State .are ;urged bo consult State or local tax officials. Summa- 
rizing legislation of so many States is ^difficult; errors of omission may have 
occurred. "The auth&r will appreciate having these called to his attention. 



CONTENTS 

* ■ ■ ' ■ 

Summary. . . . 5. ... . , . ' . . .1, . . . . . . . . . . . . . . . . iv 

■ ■ ^ --^ \ ... 

* Introduction . y ^. . .■ . l 

' Evaluating Alternative. Mineral Taxes . .2 

The .Ad Valorem Property Tax 3. 

The, Severance Tax . . • . .. . . , , ^ -6 

The Gross Production Tax. .......... . . 9 

The Net Production Tax. ^ ...... . 11 

V Conclusions .' . . . , . , . ^ 13 

State Programs '^to Reduce Fiscal Impact of Mineral Development. .... 14 

V Montana . . . . . . , . . . , . . . , , , , , . ^ ^ ^ 15 

North Dakota. . . . . \ ...... . . . ! \ / xe \ 

Utah. . . . . . . . . ^ . . . . . . » . . .. . ......... . ' . . . 17 - 

Wyoming ....... V. ^' . , . .18 

Summaries of State Mineral Tax Laws. ... . . . ' .19 '- 

Alabama * . . 1 .......... . . . . . \ \ J.9 

Alaska. • . > . . . : . . . . . . . . . 20 

Arizona . . . . * .- .'. : \ . ? . , \' 22 

Arkansas. > '^22 

^ California. ..... .7. . . . . > . . . .23 

.4^ Colorado. C ...... . . ......... 24 

Florida ................... ......... JZ7 

Idahc^ . . . , . .... . . . . . : . . / 28 

Kentiicky. .... ....... ^ .. . . V 28 

LouislsCna ... . . . .5.. . . . .. . ......... 29 

Michigan. . .: ; . . ^ . . . ..... > . 31 

Minnesota . . . . . . ... . .... . . .J. . { . ... 31"' 

'Mississippi . . . . ..* . .1 . . . . . .. . ......... 34 

Montana i v . . , 35 

New Mexico. . . . . . . . 4. . . . 38 

- North Dakota. . . \ : .... ^ . . . . /. i . . . . . . . . ; 41 

Ohio. ^ . , ....... . V 44. 

, ^ Oklahoma. ^ . . . . \ . . T . . . . . . . . ;44: 

South' Dakota. . . . . . . ... . . ^. . . . ... . . . 46 

Tennessee . . . . . . . . . ^. . ... 47 ' 

^ Texas .......... ... . . . . ; . . J . . .... 47 

Utah. . . . \ ....... . > . . . 1 47 

West Virginia ..... /. . ^ . ... ^ ... ! v48 

Wisconsin * ... . . . ..... 49 

Wyoming ..." \ 52 

■ ^ ■ ■ : ' A, ^ \ 

' . . • - . ■' '■: ' .. • 

■ ill ■ . ■ . 

ERIC . , . ; ■ ., _^ • ■ 



" ^ • ; . SUMMARY. V ' ' 

'Development of energy resources in the_more rural Westepi' States is 
likely' to -create severe financial problems for some State and local govern- , 
ments. This, new economic activity, with population migration and greater 
demand for public services, will generate a need for more government revenues. 
Increased use of mineral taxation is one way to finance new services without n 
increasing the tax burden on the area's existing residents. 

Four mineral taxes — ad valorem, severance, gross production, -and net 
production — are described and evaluated. Taxes are compared on the bases 'of 
ease of administration, social justice, consistency with national economic ' 
goals, and revenue adequacy. The gross production tax and the severance tax 
aire the most desirable, with the gross production tax preferred except when 
the market price of the mineral is difficult to establish. 

-Since mine construction or development can take several years, *any tax 
based on the output of the mine makes no contribution to government revenues " ' 
until after the nee^ for new^servijces has arisen.' Many local governments face 
this front-end financing problem. 'No tax' analyzed, with the 'possible exception 
'of the ad valorem tax, treats this problem satisfactorily. 



Some States haire enacted special programs designed to ease the frpnt^nd 
.problem. ^ Programs in Montana, North Dakota, Utah, and- Wyoming are discussed.- 
These programs are new and their impact is not evaluated. They mayi however, 
underestimate ttie size of the front-end problem. • . * =^ 

Mast major mineral -producing States have a special tax system for mines 
and mineral production. Summaries of the applicable State laws are provided. 



♦ 
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■ ' INTRODUCTION , ^ . 

This report examines alternative fiethods for taxing the mineral industry 
at the State^ level.. Special attention is paid to the taxation of coal/ 
Since their problems are similar, however, all minerals are considered, ^^Che 
first .section sxmmiarizes four different ways of taxing minerals — ad valorem 
taxes, severances taxes, and gross and net production taxes — and the advan- 
tages of each. The second section .considers special* programs designed to 
minimize the front-end load problem. The conclusion provides specific details 
of mineral tax laws in each of ^he major mineral -producing States. 

^ State mineral taxes are receiving a surprising amount of attention. 
Fourteen States modified their mineral tax systems during 1977 and 1978, and 
more changes will probably occur "during the- 1979 -legislative sessions./ > , ' 
Changing energy prices, as well as projected increases in the consump^£ion and 
production of coal (especially Western low-sulfur ' coal) appear to ,be majoj 
factors contributing^to this interest. ^ 

- Much of the new coal production will come from mines In sparsely popu- 
lated area-s. The northern Great Plains States~Noxth Dakota, Montana, and 
Wyoming-^ill see especially large increases in production since they contain 
a large proportion of the^Nation's reserves of low-sulfur coal: "These States - 
and their agriculturally .based economies^ are likely to undergo major struc- 
tural changes due to energy development. Small towns will feel .the greatest 
impact, with developments that would have little impact on a city of 25,000 
forcing major changes in the underlying social, ^nd economic structures of t:he: 
. smaller communities. ' • . 

♦ ' ' " _ ■ ' ' . " ' • »■ ' 

It is important to consider whether the needed- expansion in services can 
be financed \from local sources without increasing the tax burden oi;i the area's- 
existing residents. Systems of financing and delivering local public services 
"•In rural 'areas are closely interrelated; .a change in the amount of services 
* has an immediate impact on the tax bills of all the community's residents. 
Since agricultural land presently comprises much of the tax base in these 



'*The author is an econom"*ist with the Economics,. Statistics, atid Coope^ra- 
,tives Service, U.S. Department of Agriculture, , stationed at the" University of 
, Minnesota.' ' ' ^ " ' 

See, for example, the di>scussion in Northern Great Plains Resources Pro,- 
gram, Effects of Development in . the Northern Great Plains , Part V, ^pril l^ft?^, 
*or Roger L.'Hayen and Gary L.MJatts, A Description of Potential Socioeconomic 
Impacts from Energy Related Developments in Campbell County , Wyoming , U.S. 
Dept. bf Interior, Office of Minerals Policy Development, Washington, D.C. 
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areas,' any change in the quantity or^ quality of 'local government services ^pro- 
vided will also have .an effect on local farmers and ranchers.^ 

* * '' 

The immediate need for n^w services may outstrip. the locality's ability 
t-o finance them 'until the new mine or"* plant comes into full production; this 
is the so-called front-end problem'. Since it takes up to 3 years to ready a 
coal mljcie for operation, there -as more than a temporary imbalance in local 
revenues and expenditures, especially since many State constitutions set limits 
on local millages and prohibit bonding for operating expenditures. Unless some 
way is found to balance the revenues and expenditures necessitated by the new 
industry, permanent residents of the community may ^ee a significant- increase 
in- their tax bills while the mine' is being developed. 

_ . i ^ ■ • 

EVALUATING ALTERNATIVE I^INERAL TAXES 

Any discussion of the relative merits of different types of taxes must 
begin by outlining -the criteria to be used for evaluation. Here, criteria 
suggested by Walter Heller are used. Mineral taxes are compared on ^ the bases 
of ease. of administration, social justice, consistency with economic goals^ 
and revenue adequacy/ These are* by no means the only c?riteria that might have 
been used to evaluate alternative types of taxes, but they highlight clearly 
the differences between the different mineral taxes. 

As with any set of' criteria, some explanation and clarification^ of ,terms 
is necessary. Social' justice is used to mean adherence to basic equity con- 
siderations, among which are included the standard issues of .horizontal and 
vertical equity— equal treatment of equals and consistent treatment of 
unequals — as well as questions of intergenerational equity and interregional 
equity. How well the alternative taxes compare with respect to the ability 
to pay and the benefit principles will also be discussed.' ' ^ 

Consistency with national economic goals also needs elaboration. Ttieref 
are. many 'national economic goals — full employment, stable prices*, and steady 
economic growth — to name the three most commonly .agreed upon. However,^ it is 
unlikely that alternative mineral taxes will have an appreciably different 
effect on any of these. goals. This ^report , focuses on the Nation/s economic 
goals with respect to resource use, an area in which mineral taxation can have 
an impact. ^ This paper assumes that our National goal "is to maximize the bene- 
fit that cariVbe derived from pur existing stock of resources. This 'is not the 
same as maximizing production frotn the ^iresource in any particular y'fear, or 
artificially lengthening the recovery period. Instead,, the rat^ of recovery 
from the miner ad jdeposit sSid the total amount mined should be determined by 
existing ;5iarke"t "conditions and; technology not by tHe particular form of tax- 
ation used in the area. Ti^ ideal is a .tax that is neutral with respect to 
the -amount fff the resource to extracted and the recovery rate. . ^ ^ 

In this study, ^ the effects of .alternative taxes on mineral production are 
compared in a static, partial equilibrium framed rk. . That is, reinvestment is 



r~^. Heller, "Taxation/' Encyc- la Bflttanica , 1964 « 



impossible and the entrepreneur is assumed- to be a profit maximizer who bases 
decisions only on his pro'duction function and the prices of all 'inputs and 
outputs. Dynamic and general equilibrium implications are dismissed by 
assuming that a tax equivalent to that levied on the mining firms is levied on 
the other sectors of the economy. If such a tax di^ not exist, or if mining' 
were taxed at a greater rate than other activity, any mineral tax would 
decrease the nximber of mines in operation and reduce the output per mine when 
compared to the no ta:5r situation. These results hold for the imposition of 
any form of tax on mining which is not accompanied by an equivalent tax on the 
other . sectorjS of the economy. 

The Ad Valorem Property Tax ' " 

Mii^eral property was first taxed by the ad valorem property tax. Mines 
were treated the same as all other industries, and no special taxes were 
levied on either the physical product or the value of the produ<it of the mine. 
Depending on the Staters procedures, either a county or a State assessor would 
examine the deposit and place a value on it for tax purposes. Then, the local 
millage rate was applied to the assessed value and the firm's tax levy^deter- 
mined. The taxes levied on a mine depended only on its assessed value and the 
local millage rate, and- they were levied whether the mineral diaposit was bfing 
"worked or not. Today, several major mineral- producing States, including 
Pennsylvania and Illinois, still. rely on ad valorem taxes as their principal 
means of taxing mines. 

As the revenue needs of State and local governments grew, and as State 
tax systems became more complex, the tax treatment of the mineral industry 
came under considerable scrutiny. The ad valorem tax, although producing 
sufficient revenue for most local communities, had a number of critics.^. Most 
of theg^e criticisms were focused on three areas — ease of administratiojp, 
soci^ai justice, and consistency with national economic goals. 



Ease of Administration 



The administrative difficulties of Che ad valorem tax were probably^^^ost 
responsible for 'the decline in its use. Under any ad valorem tax, the assess- 
ment process* is the key to gaining* equitable treatment for all taxpayers. But, 
estimating the value of a mineral^, deposit is not. easy, even for trained 
mineral experts. For local asse^^rs, it is almost impossible. Wide varia- < 
tions in local assessment practices and in the ratio of assessed to tirue value 
made the^ax questionable on grounds of equitv^;- many felt that almost any - 
other system of taxing mineral property would-be better from an administrative 
s t an dp o in t/ . • ^ ^ 1' . ' 

Accurately assessing' mineral property is^dif f ictilt f<Jr ^everal reasons. 
First, the assessor normarly does not have comparative sales data available 
for use in' determining the miners "fair markjet price. Thus, tfe must appraise 
the property using an alternative method. And,, while the value of d claim 
certainly depends on both the size and the richness of the deposit detailed - 
information on those characteristics usually is not available to local 

3 . 
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assessors • - "The- assessor * s-"problems\are~-further-complicated -by- the- f act th^^ 
the deposit is underground and hidden^f rom view. The volatility of lairieral 
prices, the unpredictability of future extraction costs, and the partial 
dependency of mine output on capital investment in the mine make accurate 
assessment even more diffl^cultv These problems led the States to move 
gradually toward- using net income or net profit, as the basis for assessing 
the value of mineral property. ^ 



Social Justice 



Although much of the criticism of the tax on social justice grounds is 
based on problems that could be remedied with better assessment procedures,, 
some real inequities exist Perhaps the most important from the national point 
c^f view is the interregional inequity, A single rich mine in a sparsely pop^^ 
"ulated area might well provide a major proportion of^the tax ba^e in -the- 
^taxing district. If -this were the only miiie open in the area, its tax bill 
■could^be significantly greater thaij^if the mine were located in a region with 
more iftining enterprises. Similarljr, the location of other economic activity 
in the sam^ area as the mine may have a significant imp^t on the tas^ill 
which the rainei pays* There seems to be no justification for the mine ''sv tax 
bill to depend on the amount of other development in the area. 

• ^ i . ■ . . • 

The natural heritage issue is a second concern. Some argue that a 
mineral deposit is a gift of nature to 'the people and tha^ they deserve some 
rent or compensation for* the asset. ^ This argument has considerable popular 
appeal* What most desire is for th.^ State to receive ^a 'share of the excess 
profit or' rent that the owner of th^ resouxc^ obtains and to^ return it to the 
citizens.- Those making this argument are not really arguing against the ad 
valorem tax; instead, they argue for increasing the ttotal tax burden on 
minerals. A property classification system in which mineral property is 
assessed at a higher rate than other types of property will accomplish the 
same objective within the property tax framework. * • 

As with most equity arguments, there is really no way to evaluate the 
natural heritage argument in terms of right or wrong- While there is some 
intuitive appeal to allowing the Stat^ to extract, some of the rent from mineral 
land, holders of mineral rights correctly^ point out that owners of other 
. "gifts of nature^" such as fertile l^nd, are not taxed on the rent they receive • 
There is really very little that economics ^ can say about the merits of the 
argument. Instead, it is a decision more properly made through the govern- 
mental decision-making process. Accepting or rejecting the natural heritage 
argument, doe's not force one to choose a particular tax system. 



^G. Howard Spaeth, "Iron Ore Taxation in Minnesota, " Proceedings , 
National Tlx Association, 1948, pp. 230-243, gives a more complete description 

of the process. i > 

' ■ » - 

4 • • 
The^Report of the Governor ' s Minnesota Tax Study Commission , 1956, 

pp. 324-326. 
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♦ Consistency with National Goals _ _ 

The ad valorem tax Is also said to be .Inconsistent with the national goal 
of maximizing the use of available resources,^ Since the tax comes due 
whether the deposit Is being, worked or not, a profit-maximizing producer will* 
accelerate his recovery rate on* each deposit In order to minimize his total 
tax bill. The sooner the deposit Is depleted, of coi. se, the sooner the taxes 
will be reduced • Under a system of ad valorem taxes, two identical mineral 
deposits, one developed and mined out 5 yea'r^ after discovery and one mined at 
a slower rate for 10 years, will pay considerably different amounts ,of taxes 
over the life of the deposit. Such a systeto of taxation provides a strong 
economic incentive for developing the ra^u^al property and extracting the 
minerals as soon as possible after the^eiscovery is made known and added to 
the tax rolls. / 

•V < 

\ 

The incr-^::r;ed recovery rate contributes to an accelerated depletion of 
the mineral d^-^ ^ in the f ollowing^way • Because there is an Incentive/ to 
Increase production from each mine, supplies of the mineral are larger than 
would otherwise be the case.^ As a result of t^hls excess supply^ the price 
drops, whfch in tuini produces two effects. ^. First, consumption Af the mineral 
increases or proceeds at a more rapid rate because of the lower/ price* Second, 
and perhaps more important, the cutoff grade for the ore to *be^ined Is 
raised, reducing the amount of economically feasible ore available , because 
ore of les^T value than the cutoff grade will not b<e mined. Since there are 
large startup costs Involved, subst^^ntlally higher prices will be necessary 
before it becomes economically feasible to reopen a mine — prices higher than 
might be expected In the future. Although the lower- grade ore is not lost, 
the economics of the mine make it highly unlikely that those minerals will be 
used. The ad valorem tax then works against the country's best interests in 
preserving or making maximum use^of our natibnal resources. 

■ . (L 

Revenue Adequacy , I 

In terms of revenue auequacv, the major, complaint has been that the ad 
valorem tax works too well. I^. the iron range communities of northern 
Minnesota,: for example, the ad valorem tax produced so much revenue at so 
little cost to. the residents of the community that the State government even- 
tually was forced to ^lace a ceiling on increases in local per capita expendi- 
tures. Without such a limit, local government' expenditures in that area ^ 
would have become completely distorted from those in .the rest of the State • 

iJnlike the other) taxea to be ^clscussed,* the ad valorem tax has no prob- 
lems in matching the reverme flow ivitli^ the need for services. The f^nt-end 
^load problem is minimiz^ed because the mine property has the same value 
whether the mlTne is in operation or being developed, assuming proper assess- 



V 



^Harold Groves, Financing Government , 5th Ed., Holt and Co., New York, 
1958, pp. 314-317. ' ^ ^ 

^The Report of the Governor^ s Minnesota Tax Study Commission ^ 1956, p* 327. 

\ - ■ • ■ . v-^ 
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- -meat^ 1- Consequeiitly^_ .su£f i c len t. -revenues - should - be-^vallable to- the - local 

governments during the construction phase to meet all increased demands for 
services. Revenue adequacy is one of the major problems facing the other 
mineral taxes which are more acceptable on the grounds of administrative 
convenience, consistency^ with national economic goals, and social justice. 

Summary ^ 

Strong objections exist to the use of an ad valorem mineral tax due to it 
administrative problems and its implications for the rate of resource deple- 
tion. Despite these problems,, several States continue to use the ad valorem 
tax as their primary source of mineral tax revenues, since the revenues asso- 
ciated with it are more certain than those from a severance tax or a produc- 
tion tax. ^ ^ ' ; > 



The Severance Tax 



Michigan became the first State to impose a tax other 'than an ad valorem , 
levy on mineral property when it imposed a severance tax in 1846. Others 
followed and by 1910 'seven States had some f otW of a severance tax.'' In most 
States, however, the%everance" tax was seen as a way of encouraging the 
development of the S.ta*^e's mineral ^resourfees, not as a way of increasing the 
tax revenue from mineral property or of taxing mines more equitably.. 

Twenty-nine States have some special taxes on minerals. In 10 of tl^ese . 
States, 'that tax is levied* in lieti of all other ad valorem taxes. . In the 
other 19, however, some ad valorem taxes are levied at either the State or 
loc^al levTel. Normally, the. courts treat the severance tax as an excise tax 
paid by .producers for the privilege of extracting resources from thc^soil of 
. the. State. Consequently, since severance taxes ^re not usually considered to 
be property taxes,, they* are not held to be subject to constitutiojial restric- 
t'ions applicable to property taxes such as millage limits and 'uniformity pro^ 
visions. . In addition, since they are not property taxes, it is not normally^ 
considered to be double taxation ,when they are imposed in addition to an ad 
valorem tax.' . . 

In this report, three disti^t types of severance taxes will be discussed, 
The first is the "true" severance tax, which is levied at a set amount per 
unit amount produced. The others are gross and net production taxes. ^" 



. • 7 ' ' 

Financing Government In Colorado , 1959, Report of the Governor's Study 

Groupi p. J51. . ^ ■ ^ 

The distinction made here betweefi severance taxes an^ gross and net pro- 
duction taxes is not always made at the State level. For example, Montana's 
tax on oil and gas is officially titled the Oil, and Gas Producers Severance \ 
Tax even, though its base is the gross value of petroleum extracted. ^ Under the 
classification system used in this paper, such a tax would be , considered a ' 
gross production tax. - 
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Ease 'of 'Administration * - * . . ^ • '/ ' 

' ^ ~ ■ " ^ . ^ . . v 

^ - The "true" severance tax is n9r*>tied to "the valu^ of the product mined • 
Instead, it is l^jfied according toVa-rate schedule bas.ed on the amount the 
mine.- produces. ^ This greatly simplifies _ tax a-dministration' compared ^tp the*a^^. 
valorem tax. Now, all the* State. rV^^ap^e^.'dep^^ know is "the- 

number of tons mined during -the' year^^T^J^giare whxch. >is much Hsasier' to obtain 
and verify than the total Value of deposit*, * the 'figurev^needed for" ad : 
valorem 'tax' purposes. For administrative'' convenience the severance tax is ^ 
noticeable improvement over the ad valorem "tax-. - ' -j:.' 

•V ■ » ■ - - > ^ • ^ 

Social Justice - - ' ' ; ^ ■ v . ^ ^ ^ ^ ■ 

— _ • ■ - -'^^ ■ • 

On social justice grounds^ the severance tax appeafrs stiperior to the ad . 
valorem tax. Each ton of mineral extraQt^d is^^axed an identical amount no ♦ 
matter where in the Statje the mine is located.'' .With a ^severance* tax the 
OTOer of a mine located in .the same taxing district" as other economic activity' 
receives no tax ^advacntages, and' production ''decisions between mines- ar6 not 
influenced by the relatilve property -tax. rat in different Tocations. This is 
•clearly an -improvem^at/over tl^e s^ituation undjeT an ad valorem , tax where the 
economic feasibility of a^mine can be^. affected by size/of - the tax -base in the 
surrounding district. . . ' - ^ , 

" Taxes may also be., evaluated on their c'onsistency with the taxpayer's 
ability to pay. The ad valorem system fails 'in this respect since- taxes are " 
levied and become due whether -the dejposit is being mined or not. The sever- 
ance tax offers some improvement siiice the taxes are due only when the mine is 
actually in operation. However, since the tax is based on the physical units 
of production rather than a measure of profitability, some ability to pay 
problems remain. ' Specif ically, if mineral deposits throughout the State are 
not of equal quality, a severance tax violates the ability to pay criterion- 
by taxing the less profitable mine at a higher percentage rate than the more' 
profitable one. In general, liowever, the. severance tax is ah improvement over 
an ad valorem tax with respect to socfal justice. . . ^ * 



ConsistencyVith National Goals - „ 

Since the severance tax offers no -tascss^hcentives for increasing the mine's 
recovery rat-e, the tax is more .nearly in accord with the ^national goal of , 
maximizing resource use. The rate of extraction remains unchanged with respect 
to any/" change in the level of the tax, and there is no way the company can 
mine 'out from under the tax. ^ / 

.- ■ " ' ' . ' ,^ . • ' "■ . ^ . ^ ■ 

V 'Some economic incentives still exist, however, which. restrict the ufee of 
the ore deppsit. Since the severance .tax is levied a constant dollar 
amount per ton, the mining firm will extract minerals only to the point at' 
j^hich its marginal costs plus the severance tax are equal to the market price. 
Unfortunately, this means that some portions ^f the deposit where the actual 
costs of extraction are less than: the expected market price are not mined. 
Those deposits for which the market price minus the- marginal cost of extrac- . 



/ • ■ . ^■'^ --t • ^ ^ . - . ..... ^ . 

vtion Is -less than ^ the severanc-^ tax wiil i)e-left in place ^''•'eyen though, in the 
absence of a tax they .woul-d be mined* •''^ TJje amount of ore made inefficient t;o^ 

^mine . t:Hrough'*'imposition''df ,.a severance (ot ad '(^^lorcm tax) cannot be ^eter- ^ 
mined without a specific study^ But given the relatively low rates for mj^t 
severance ^ taxes t thex prob'^ly^aye a small impact' on resource -use. : - . / 

Revenue Adequacy ■ ^ • ^ ' ^ . '^ -^ 

' -The "sjeverance tax's -greatest deficiency is related to revenue adequacy. 

'Since the tax is based on the physical output of the mine, thp -flow of 

-revenues from the project and the need "for additional local government services 
associated with the project may not coincide. In 'early stages of' development 
it is especially likely that revenues will be far b^ipw^those needed to 
finance the.%new levels of serviGfes^. ' This represents a front-end load problem. 

, Since the construction period for a mine can ^last.for 3 or more, years, addi- 
tional jrevenue* mus^ yk made available before the .mine is in operation. " This 

jieed' is especially severe in sparsely .populated areas where existing, public 
services* will probably be inadequate to s^rve the new residents. Financi-ng 
the expansion of the services is essential. If revenues from the ^nine are not. 
available until af ter- the need for more^ local services .arises, the local 
community will suffer in the short term. This may be only a temporary prob- 
lem for the community, however, with new revenues exceeding service costs 
shortly after tlie mine begitis full scale operation. 

Special Problems / > 

•Two less important features of the severance tax,* while not especially 
^difficult to solve, also need some discussion. t 

* First, the severance tax is typically a Stafce-levied tax. That is, ^ 
unless special provisions are^^made, the State levies* the tax, receives all%v- 
revenue from the tax, and then apportions it as it sees fit. There is, '.' '-c 
however,' no reason why local governments could not be given the power to jKi^ct 
a "piggyback"' severance tax. in th^ same manner as the piggyback sales .and^'J '^-f 
•income taxes which now exist. Without such a program, some prbvisiqns/^re ^ 
jiecjessary; to insure^ that local governments in the impact area receive some' 
.revenue. Lacking this, the costs of the mine to the local community are 
likely "to. outw.eigh greatly its benefits and there will be strong local* resis- 
tance to 'its development. This is not an insoluble problem. The legislation 
providing for the severance tax can be written to "include a specific distribu- 
tion formula, or'>Sta^t^ programs of aid to local governments can be modified 
. so .'thatr areas ■affected\ by mineral development receive a different allocation 
of funds • ^trtah', Nor.th Dakota, ^and Montana have recently" enacted legislation 
aimed at returning ^ funds- to the energy impact areas. ^ ' 



• Utah^Codfe^ Annotated '63:51.5-6; North Dakota Century Code 57:61, 62; 
Montana Revised Code 84:1314-19. * - ^ • 



The- otliarr problem,-- less diff icult ^tb solve, is that a severanc^e tax fails 
'^^o adjust aTJtomatically to the effect of irifl^lon on local revenue needs. 
^"§3fnce the tax is levied -at; a fixed dollar am<yunt per Ton, daring a period of ^ 
inflation the quantity of government services finance^ by the tax will- 
decrease^ even though the. tax is producing the. same dollar amount of revenue. 
. . ' ' . . . ■ - ' / • ^ 

Several States have r^ognized thi^problem and the waste^ of time- in . , 
returning "to the legislatiuf e-annually fjor small, tax rat^e increases; they have 
linked- the severance tax rates- to -a prtc^ index^O A one percentage j)oint* 
increase in tie appropriate price index •increases the severance tax rate by 
a given percentage, allowing tax revenue to keSp*pace with inflation. - 

Summary 

The. severance- tax is a^major improvement over the ad valorem property tax 
when evaluated ^on the criteria of administrative convenience and social 
justice. It also offers significant advantages OT?er_ the ad valorem tax when 
judged on t^e basis of its consistency .with nationaJL economic goals, even 
though it has some adverse 'effeciis ■ on the amount of economically recoverable 
resources. However, in the'area^of revenue adequacy, . the severance tax does 
not ~ compare well to the -ad valorem tax. The froSt-end load probl^, much , 
worse -under this type of tax, requires special "treatment to overcome. And , 
since producing revenue is * the purpose of all taxes, thfs is a serious prob- 
lem which S^ate legislatures must confront. 



The Gross Production Tax 



- ^- ■ . ■ 

. State and local governments can also tax mining activity^ through a gross 
production tax. Under ^.this tax, taxes are levied on a, meas&f e\.of ^he dollar 
value of the .product extracted from the^ine- Seventreein States\ise this tax 
J rather than a severanc'e or an ad valoresn tax. Other St^ates- ixJclud^e gross 
proceeds in the base for ad /valorem taxafiion. In. some inst^cesi gross pro-^^- 
ceeds are used, in place of a value for -the mine and equipment. In others, ^^'-^ 
gross proceeds are an addition to the value -of ' the^ mine. 'The discussion of 
gross prOjductidn taxes in this , section applies**to both the separate gross 
piroductioh^ tax and to the inc'lusion of gross proceeds in the ad valorem tax 
base.-' . • tT, , . 

: rfh many, ways, the gross production -tax is almost identical to t^e sever- ^ 
ahc^ tax. But, because the gross production tax is levied as.^^ perc^tage of ^ 
the value of the oi?^ rather than at a .fixed amount per ton, tligre are 
important differences* Chief among them are th^ more -equit&ble'^r'eatments of 
mines during rapid price c^lTanges for minerals and the' more equit^le treaty 
ment^of mines producing minerals .of different qualiti^e^'. The discussion 
below Centers on these differences. - < ' ' 



10„ • . 

for exan^le see the Minnesota Taconite,. Iron Sulfides and. Agglomerates 

tax, MinnJ . Statutes of 1957, Sec. 2^.26, or the North D^kota*Coal Severance^ 

Tax, S.B. 2031, Laws, 1975. ^' . 



Proiir the ' local government's point of view the biggest adv^nta^e of ^ 
gross production tax is that tax revenues -increa^jB . whep mineral^ prices . ^ '^ir' 
increase i During general inflation the State or, locality can /be confident 
that it will receive' about the same real purchasing power from mineral revenue 
-^as before- wa?thqut being forced ^tb increase the ta^^ rate'. ^ This responsiveness 
of tax revenue to price changes, however, ,is less desirable when mineral , V ^• 
prices decrease. A government strongly dependent on production taxes might 
fate major financial problems during a long period of depressed^ prices. And , 
the disadvantages of having a -fluctuating revenue source may outweigh the 
advantages of having' a jDuilt^n hedge agaiiist inflation. , . ' " ' - 

Ease \)f Administration - ^ 

"= . . . ^ 

The gross production tax is more difficult to .'administet- than the>' sever- 
ance tax- Most of the difficulties arise in computing the mineral^s. salfe 
price. The problem is not usually caused by fluctiiating prices. ^ Instead-, the 
problem is that often there are no market transactions .from, which- prices can' 
be obtained. Some coal mines, for example, are part, of vertically .integrated 
electric generating plants. All the coal mined is used as an input for a ^ 
generating station located at the mbuth of the mine. \ Since the coal is not 
actxially sold on the market, the problem is one of determining ^hat accounting 
price should be attached to the coal. Although J^it is more difficult to admin- 
ister the gross production , tax th^ the severance tax, the productiqji tax is 
probably not as difficult 'tQ administer as the ad valareifi;^ tax. 

Social Justice 7 ^ : ' 

\ ' ,7? • 



^ Assuming that .the administrative problems are adequately bandied, the 
gross production tax is an improvement over the severance tax in terms of 
social justice. The two' taxes ^would b,e idefSS^ical if all mineral deposits wer'e 
of the; same quality and if. mineral pr^es were stable. But, ±f either of 
these conditions is not met, the gross production tax does a better job in 
matching the firm^s tax bill with the firm's ability to pay./ * ' 
' - ^ . ■ ■• ■ ^ 

When gross receipts of the mine are used as the tax^ase, differences in 
the quality of tlte mineral extracted can be easily taken into account and 
taxed* according3o^. Under a gross production tax; a mine producing minerals 
worth $5^ a ton and a mine produ^rig minerals worth $10 a ton will be taxed 
differently. Their tax bills ^11 be proportional to the value o'f the mineral 
produced. Similarly, the mine's tax bill wiil fluctuate with the mineral ^s- 
sale price. 

o • \ ' ' ' ■ ■ . ' 

<;onsiste ncy with Nati onal Goals ^ 

~ ^ - ^ / 

^ The severance/tax and the gross production tax are similar in their . con- 
sistency with national economic goals. Differences occur when either price 



or^^qjiality of the minerals' varies* The price question is relatively 
xxnimpbrtant , however, since mine openings and closings are based on an esti- 
mate of the long term trend in prices and not short tgrm. variations ^ Unless 
.a major price change 'occurs, it is unlikely that the gross pi?oduction tax and 
t^e severance tax would have different impacts on mine development. 

The severance tax and the gro^s produc-tion tax m^y affect the cutoff 
grade for the mine differently. The severance tax is a fixed charge added to 
e^ch ton of mineral produced. Mineral deposits will not be developeii 'where 
the .marginal cQst of production and th^ severance tax are .^rWter that^ the „ 
market price.." However, since the gross production tax is ''a percentage of the 
^ales price rather ,,than a fixed amount per ton, tha tax will>be lower for 
minerals of 'lowej-' quality . ThiS' will enable some mineral production to occur 
which would. not occur utl3*er the* severance tax.-^^ The size of the increase in 
economically feasible mineral production depends on the relative tax rates 
and the dif?erences l^a ore quality within the State. • * . 

Revenue Adequacy * ^ . . . 

• V y- - ' ' <■ ' ^ ■- ■ / / ■ . • . ■ , . ■ % • ' 

Like the. severance tax, the gross production tax does not meet th^ front- 
"&nd financing* problem; communities needing revenue ^to provide services for new 
residents during the development and construction phase of the mine will-^^ind 
no ^pecia.1 relief from it. In fact, the need fo'r some local services—welfare, 
;'for example-^might vary inversely with the price of the minerals , and the asso- 
ciated activity in the iiiine. If this is the case the revenue flow over tiiie 
might be less desirable than either the property tax or the severance tax. 

Summary ' " , a: ^ * . ' ^ ■ 

^ The gross production .tax appears to be slightly more desirable than the 
se^^erance tax. * Its advantage^ with respect . to ability to pay and its improved 
consistency with national economic goals appear to outweigh the potential/ 
disadvantpages associated with ---the >admi^i^tration of the t^ and the rieveriue 
flow. ' If /major difficulties exist, in determining the mineral '-s price, . ^ 

however, ^severance tax is likely^ to be more satisfactory. * 

' ' " ■ "'-^ ' ' ■ . \ ■ • 

. J ' The -Net Productiotfe Tax . , . ' 

Although tl^^ross production tax is similar to the seve"rance tax,* the 
net production^ t^^ ha s^ several distinct differences. It is more closely :■ 



\ •■'"^Aliyn o\ Lockner, "They Econpmic' Effect of Severance .Tax Decisions on 
the Mining Firm," Natural Resources Journal , Jan. 1956, ppl 480-481. , 

Henry Steele, Natural Resource Taxation: Resource Allocation and 
Distribution S^>li cat ions," Extractive Resources -and Taxation , Mason Gaffney,. 
ed., Univ. of Wisconsin ^Press, Madison, £967, p. 246. . . ' ^ ' / ^ 



T^ated .to, a net income tax since* ?.cotfiq5anies- are allowed tp..:deduct some ^ 
expanses from grdss' revenues in order to reach the def'inition bt- net -taxable 
production. * , ' • . 



Ease of Administration 



)J(ic< 



Any ner income tax ihtroa(ice^ a special set of administrative prbbl^Ihs.^^; 
Tax of f icials must check costs claimed as business expenses^as well as esti— t 
mate 'gross incbme. Cost figures are usually obtained from the comply 's \ / 
State' o;r Federal income tax r^^tum. But the responsibility for chec^ng 'and 
. auditing return^ still increases the administrative burden of the^jfax cxa the 
State or local government and the* taxpayer. . ' 

Social Justice « - * / 

The net production tax is an impro^^^iment over all the other mineifal taxes 
when judged against social justice criteria. Net incpme is a much mpre ^^^tis- 
factory tax base than property value or to^al production when ^ewed from the 
perspective of either' ability to pay or horizontal equity. The interregional- 
equlty^issUe is; also handled well. This tax also provides a rational basis 
for allowing progressivity to enter the rate schedule. If any progressiylty. 
is introduced in either a severance^ or a gross production tax> there is a 
possibility that taxes bn^marginal ^fenterp rises Vill *be increased. , This may 
drive them out of business, while the highly profitable mines are. allowed to 
cdntinuer to pa3^ taxes at the same rate. 

On social 'justice criteria the net production tax, if designed so thiat' it 
includes ^ll^the firm' is relevant costs, is clearly superior to .all "Other 
ta^ces. '!EDtfae extent that deductibre costs do not include all relevant costs 
to the firm', the tais is "lesfe satisfactory and, depending^ on the omiss'ions, it- 
may^ in som6 instances be.wors^ thail any alternative tax-i - ' 

Consistency with National Goals - ^ V : ^ . _ ' 

Assuming tha?t. the net production tax properly reflects both the income 
and the" costs of doing business to the , f irm, it is also an improvement over 
the others inv its consistency with najrional economic goals. Like -the sever- 
ance tax, it does not interfere with-^tfee optimum rate of recovery in -the mine; 
there are no incentives ; to mine^'but from under the tax as there- are wi4:h the 
ad ^valorem tax. In addition, - sinte the tax l^^y is a percentageH^f ^et . 
income, the net^prbduction tax does not produce the same incentives to ^ 
restrict output as dp . the- severance and groiss production taxes. With a net 
p!rod\iction tax, the marginal cost of mining each ton remain^ -the same as it . 
would be without |:he tax. The profit-rmaximizing producer will, therefore, 
mine the same amount under a net production tax as he would if there were no . 
tax;es -at all. ^ Ilie sole effect of the net TP r tax is to reduce the 

mine's profits. ' - . 



J 



>If1jid:neral- production is subject to a great el: tax btirden than other 
sectors of". the economy, investment in mi^ing will decrease and the minimum 
grade ,pre required for operation will increase. Levying ^a net |produGti<?n (tax 
instead -of another mineral tax will not .affect" this result. ; I 



Revenue Adeq^lacy A ^ 



->* The net production tax does not score well on revenue adequacy. Because 
it is based on net income it has the same difficulty with the front-end load 
problem. as the severance aifd the gross production taxes^ It is conceivable 
-,that the problem may be worse with the net production tax because the mine- 
may nprt operate at a prof it for several years. Tl^ best a community can hope 
for is that it will begin to receive revenue from the mine after it is fully . 
operational. ' ' ' ' ^ ' 

^ 'The revenue stream after operation is considerably more uncertain and 
su]>ject tp considerable variation: ^^under the net production tax. Since the 
tax revenue depends on the mine's net income there will likely be- periods 
when, due to fluctuating market prices, the mine will have little net income 
while still ope^rating "with its full complement --of workers. ■'•'^ This -possible 
fluctuation and uncertainty- in revenue .could create considerable prpbleigg for 
local communities trying to:'4^inance seryices by a net production tax. 
However, for a .State trying to extract some payment from, mine owners under a 
''natural heritage" philosophy, this may be ^mdre equitable*. ^ . 

Suigmary " .; • , , , 

, The net production tax has advantages over other taxes with regard to ^ 
s<Jtial justice, and co5Jpliance with national economic goals. But.it is more 
difficult to administer and is a, less reliaible revenue source than the other 
taxes, especially at the local level. While this tax is acceptable for use 
at the State level, its. use at the' local level is not advisable. 

Conclusions ^ 

Of the ^our major - types of taxes levied on" the mineral industry, none- is 
.clearly superior to the othei^s *^n all crd^teria (table 1). However, the ^ 
severance tax and the gross production tax appear to provide the best. vehicles 
. . for- taxing' mining activity. Even thougK the net production tax ranked highest 
^ rn* social justice and consistency with national, economic goals, problems ^n 
administration^ and revenue f l^w may be overijiditi^, especially at the local 
level. Choosing between the severance "^^sSc ^ tax is 

more diSfficultv There, the decision prSbably .should be made on the basis of 
. how .difficult it is tg^.determlnd'a sales price' for the mineral taxed. If a 
market j>xic;e^can^^ for the minerals doming .from each , 

--r^'pafticular mine, the gross -product iot^.'t ax offers several advantages over the 




• Groves, o£. c'it., p. 317. . ' V 
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severance tax. Iff, however, an^ appropriate market price is not avail^le, ^ 
.the State may be' betctgr^pf f with a severance t^Sc. 



Table l-r-Subjective'ranking of » alternative mineral 
taxes on evaluation criteria 

' - * ■' 1 ■ ■■■ , ■ ' . . 



Type of tax 



^ Ease^ of 
admlnis tr a t ion 



Social 
justice 



^ Consistency 
with national 
economic goals 



• Revenue 

• adequacy 



Ad valorem-. 



Sever aric^e : 

... - 

Gross production 
Net prodxjcct±&n 




Rank iV 



*** 
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^/ * = lowest rank; **''^ =: highest . 



STATE EROGRAMS TO REDUCE FISCAL IMPACT DF MINERAL DEVELOPtffiNT 



Special taxes on minerals all fail to produce enough tax revenue during 
the construction and development phase of the mine to offset the increased 
costs"' of providing local govemm^t services. Severance and production taxes- 
produce no revenue until the. mine begins to op'erate-- Even ad valorem taxe$ 
are often inadequate b/&cause, either by law'or by cnfetom, . nonproducing mineral 
property is usually assessed at its .surface value.- Consequently, the necessary 
expansion of the service delivery system of the local cpmm^nity must be 
financed from 'the existing tax base. During the first few years, at least, 
the value of thV new development is not included in the local tax base.- -This 
f section describes programs enacted in Moiitana, North Dakota, Utah, ^nd "tfyoming' 
,to ease, the financial strain created by the need for new, services before new 
t^ revenues became availal>le. ^ ^ ; ' 1 . - * ^ * 



For many communities the timing of tax re"\^nues 'does <ifcOt create major 
piroblems. Indeed, some State and local governments; have tried to attract 
newvi^ustry by exempting the new firm from all or a ^major - poi^ion of its 
^ local -property taxes for a period of years. For the communities taking this 
approa^ch, the Jjpnefits pf g?:owth outwieigh problems, associated with the 
possible short?-term fiscal imbalance. These . towns, usually ba^^e sufficient 
excess capacity in their public-servioe delivery systems ' to serve the new- 
ccrtaers^ or the .local labor supply is sufficient;, to absorb tjie new jobs without 
requiring significant immigration. If tl^e .tax^concessioh strategy is to 
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create the fewest pTobiems for local- finances,, however, growth associated with 
development must* be relatively -small compared t!|o the existing local population* 

. MineWl develapment— and especially coal development in the ^JortHem 
Great Plains— t^picgj-ly do^s not occur in settings: wliere the potential finan- 
cial imbalance can be minimized. Most major mineral deposits lie in sparsely 
populated areas where service delivery systems may have little or no excess 
capacity^ ♦ Jhe, maj ority l)f construction and- development workers normally must 
come from GUtsiLde the immediate vicinity. Population increases of 50' percent - 

* or more are. not uncommon, much o£ it occurring before production begins In ' 
the^case of mines , supporting ^rnine' nlouth thermogenerators or gasification 
plants, the local population may peak before the plant .goes ii;ito operation \ 
since the construction work fierce outnumbers the operating for-ce/ ' . 

These situations of Cfen create the need for a nex^ school -or expanded water 
and sewer systems.. Local residents ^f ace the choice of /letting local service 
qualit;^; decline sharpiy or of paying .considerably higher taxes. Those living 
°in States where statutory limi^ts exist on property tax^^'millage rates may 
simply be' forced 'to endure lower quality seryice. " - 

Local residents may be able to look^^forwar^ ^o lowe^r .taxes aft^r the mine 
reachjss f^ll- production^ but the shorfe-run prospects ma^. be disturbing.. Many, 
argue that the situatj-on is inequitable to existing resVdents of the community. 
-There is no real answer to this problem.-- But,, for many individual^, the 
rincreased' taxes reprersent only a. reduction im.the net Capital gain due to the 
^appreciation of property ' values which accompanies the development. For. them, 

there ±s)Sno net loss. - . ' 

. ^ ■ . ' • ' - ■ 

^ It -^s apparent, *howev6r, that the threat of higher t^xes due to the newH 
development is a powerful force' for nobilizing local citi-:sen opposition to -any 
proposed development • If for no other reason than insuring the orderly 
development of the Natio^i's mineral resources,- some. attempt must be made to ^ . 
"resolve the -front-end financing problem. Four States faced with the possi- 
bility of extensive. coal development in relatively sparsely populated areas 
have/enacted legislation designed to deal with this prdbWfe^^ 

Experience with these programs" is very limited; the following discussion 
is confined to progr^ams_approved by State legislatures to meet the problems 
of funding tlie early mine developments, in a region, to- handle impacts out^de 
the taxing districts in whfch the^mine is located, and to_assure revenues ^or 
the affected dprnmunity,,^ Future research /orrTThe actual suceeiss or^f allure of 
these programs as important. < * - \, ^ 

. . Montana ; - .-, " ' - 

The 1975 Montana State Legislature- modified the coal severance tax tq 
^ake account ^of possible local fiscal imbalances caused by coal development., • 

* A Coal Board^sf^ established with the power to award, impact grants to counties^ 
towns, and /^ool districts on" the bases of need, degree of severity of coal.. 



development, availability of funds, and the degree of local effort iu meeting^ 
the' needs. The Board has distributed $15.1 million through fiscal -i $78* 

The legislature also created a special property tax classif icatloit for 
gross proceeds from coal strip mines. This action by itself will produce no 
reventia prior" to^ the mfne^s operation. But, a companion measure ^requires 
thoW establishing a new firm or mine which will have a major impact on the 
existing public services tp pifS^ay on requefet an amount not to exceed^three 
times'' the estimated property t^x due the year the facil'ity is completed. -^^5 
On^i^'fifth of the amount prepaid ^is then allowed' /as a credit in each of the 
first 5 years.-after the stSrt of . productive operations. ' • 

■ ' . • " , ' ■ ' ■ \ >■ • 

' There is no way at this time' to forecast whether the revenues allocated 

to the Coal Board will meet the needs of affected communities, *or whether the * 

3-ye^r prepayment of property taxes provides enough to ^over the tempprary 

fj^scal imbalance of the locality. >The property tax prepayment provisions 

by themselves may solve the fronfc-endy financing problem of the taxing- 

districts in which the mine is located^ For these communities, the extra 

revenue ,is certain and quickly accessible and can be £>btained by local "action " 

without waiting^or the judgment -pf the' Coal Board or' ari^ : other State agency 

on the need for the fuads. ^Impacts on^the local governments outside tlie 

immediate vicinity of Ifch'e mine may not be handled so well. The .actions of the' 

Coal Board will determine whether the financial problems these communities 

"face will be treated adequately. ' 



Norjqh Dakota ' ^ ' - 

'The North Dakota Legislature enaq;f ed a Coal Impact Program during its 
1975 session. This program, which was scheduled to. last only tljrough June 30, 
1977, was extended for an additional 2 years by the 1977 legislature. North 
Dakota's program is more modest in scope than Montaua'si It establishes a 
temporary severance tax on coal, ci^aj^s a Coal .Development Fund^ and provides 
for Coal Development Impact Of f ice* .fib apportion funds amo^ projects 
suggested by localr go^re:^ijments.-^^ I ' 

. Thirty-five percent of the revenue aerived from the severance tax is . ' 
allocated to the' Coal' Impact Office for distribution to arffected cities, ■ ' 

counties-j, and school districts. The Coal Impact Office determines which 
commxinities receive aid and how much impact .aid . they will receive, ^ Impact 
grants approved I totaled $2,781,314 in fist:al 1976 and $1^967,214 in^fiscal 
1977.* TfiJE:.9u^ April 1978? 120 projects had been funded. 

14 ■ ' ^ ■ - ' ' • " ' ' 
Montana Coal Board, July^ 1978, . . 
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. Ch. 571, Montana Laws of 1977. . . : 



•'■^Ch. 563, Nortn Dakota Laws of 1975; Ch; 560, Narth Dakota Laws of 



1977. 



Program funds may be insufficient j to cover the needs of the affected 
communities* A single major schbol^expansion or water and sewer expansion 
could absorb most 6^ the year's appropriations. In addition, the mandated 
2-year life for the program appears to assume that all severe fiscal impacts 
will have occurred by thaty time. Given the development forecasts for northern 
Gr^at , Plains coal, it seems 'quite unlikely that all major mining and energy 
conversion projects will be underway by then. ^ 

The program^, also provides local offij5ials with no assurance that they 
will receive any^xnq^ct funds. The Coal Impact Office faces a budget con- 
straint and the -director is forced to choose among projects proposed by the 
local gbvemments . Under these circumstances, worthwhile and necessary 
projects may npx receive funding if the cost of the necessary projects exceeds 
^ther-avaiTable resources. v 

The North -Dakota program is designed to handle much smallei: impacts 
occurring over a shorter ^period of ; time than th^ Montana program. Unfortu- 
nately, there are few good current estimates of the actjLiral extent of the 
early front-end fiscal impacts. . 

■ . •'• ' •• ■ ■ ^ 

• ' Utah ' . ' . 

In 1975, the Utah Legislature enacted a program centered on the prepay- 
ment of sales and use taxes on all the ,equipment and machinery involved in 
the development of the resource and its production,^^ These funds were to be 
placed in a special' accoifnp. and used' to finance State-related public improve- 
ments, including highways and schools. The State Road Commissioner and the 
State Education^ Commissioner have' the power to suggest projects, but the State 
Legislature is requii^ed to appropriate the funds for a specific facility 
related to a specific natural resource development. Appropriations made to 
the State Board of Education, for Schools shall be repaid to the State General 
Fund by the school district where the facility is: to be constructed within 6 
years from the date of substantial completion of the facility or the date 
assessed values in the district reached $50 million, whichever is first. 

The sales and use tax revenues associated with the construction and • 
development of a mine or energy conversion plant are likely to be quite large. 
Although there are no estimates . of the amount of . revenue this program coiild 
raise in its first year, sufficj^ent revenue coul.d^be generated to solve local 
front-end financing^^ problems. 

Unfortunately, however, the distribution process for the funds does not 
Insure that the available funds rea<;h the ^f fected co'mmunities^ with any degree 
of certainty or speed. -Because the ^legislature must approve the projects to 
be funded, this process is likely to be even slower and less certain, than the 
use of a coal impact office as is done in North Dakota. Since -a major charac- 
teristic, of the front-end fiscal imbalance is the immediate nature of the 
problem," a program that might take more than a year to provide funds to 
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. ■'■^Dtalf Code Ami<Jtated, 63:51.5-6. . 
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affected ebinmunl^ries is necessarily less desirable than a program providing 
funds jttore rapidly. Nonetheless, the possibility^'of using prepaid sales tax 
revenues as part of the fiscal impact fxmd appears to'^^e worth further con- 
sideration. ' ^ ^ 



Wyoming 

The 'doming' Legislature passed an extensive series of. bills designed to 
reduce local fiscal impact. The program includes the. issuance of rev'fenue'' 
bonds to finance a State communitwdevelo^ent authority, a special coal tax 
'for Impact assistance, and an ^industrial development information and siting- 
act. This act includes provisions forbidding issuance of a permit for tfae 
construction and operatioii. of the facility if a means of alleviating negative 
impacts is not specified. \, . ' 

The Wyoming Community Development Authority was created and authorized to 
issue up 'to $100 million off revenue bonds so that the State can>provide 
assistance in areas .where there have been major development impacts and where" 
needed facilities arid services cannot be financed through existing source^ 

This program is unique because, it has the power to make loans to the 
private sector to provide financial institutions in the affected area with 
additional mortgage money as well as th^ power to loan to public agencies. 
Because the Community D.evelopment Authority has the power to set terms for 
repayment of loans to local governments, the act may serve as a way of 
channeling new funds into th^ local community during the early stages of the 
development^ A court test of the constitutionality of this act has. been 
initiated at the request, of ^he -State. Consequently, applications for funds , 
wilL not be accepted for at least ^1 year. 

The Wyoming Community Develomment Program* has several advantages' over the 
coal impact board programs used in other States. It allows the mobilizatioti 
of a considerable amount of capital relatively quickly — no^t dependent on the 
a.ctual mineral production in the State — and it alloyrs some aid to the private 
s^Q^or in communities feeling the impact. \ The $100 million of funds made 
available for impact^-^sistance appears to be an amount more adequate than 
that provided in other States. However, the community has no certainty of 
receiving funds, and there could^ be considerable delay Jjefore the loan is 
granted, depending on the action of the Community Development Authority. 

A constitutional amendment approved by voters iiij 1975 created a permanent 
mineral trust fund. The revenue from a 2-percent excise tax on coal, uranium, 
trona, natural gas, oil shale, and petroleum, and any other minerals designated 
by the legislature is to be deposited in this fxmdi Revenues from an addi- ^ 
tional 1,.5-percent tax on the value of coal produced also;^o> to this fund. . 
Earnings from the investment of the fund are to be deposited annually in the 



■ 18 - ■ ' • ■ " s. ■ 

A detailed review pf all legislation dealing with the economic impacts 

of energy development is in Hayen and Watts.^ o p , cit ,*^p. 57-74. * 
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State's genital fund.- The amendment also specifies that the legislature may « 
set conHitions and terms imder which money from the fund may be loaned to 
^local. govemmenj;s , thereby providing another source of impact aid. * 

The Co^JrTax.for Impact Assistance Act provides for a severanc^ tax at 
increasing^ates through 1979, xmtd-l the amojirit collected reaches $210 millioi 
The funds are to be disbursed by the Wyoming^ Farm Loan Board in areas - 
directly or indirectly affected by the p^roduction of coal. The monpy is to 
be used to finance public water systems', highways^ * sewers , and road or street 
projects. At least 50 percent of the revenues must J:>e.- used to finance^ high- 
way, road, or street f^ojects. In 1978, .this tax will •likely re&ch only 
about $2 million; it i$ unlikely that this act will provide much immediate 
assistance to affected communities. / <^ A 



SUMMARIES OF STATE MINERAL TAX LAWS 



^ Alabama 



Alabama levies severance taxes on oil, natural gas, coalT^and iron ore. 
In '1977, the State, received—naore than $13.7 million from these taxes, or about 
1.0 percent oif its total tax revenues, . • 

. ■" ^ 

Two separate taxes are levied, on oil and gas production:" a 4-percent 
production^ tax on the^ gross value of the oil or gas severed and a conserva- 
tion tax at 2 percent of gross value [40:20. 2(a), 9:17,25]. ' o 

s ""^ 

Net revenue from the production tax i.s distributed according to the 
following schedule: , > 

a. Twenty-five percent of the oil and gks pfodx^ction taxes 

. collected in any county shall be allocated the county 
to be expended" at the discretion of the county government ♦ 
However, in counties with populations between/ 34,875 and 
36,000 in the 1970 Federal census, the funds.-^re to be pro- 
rated to boards of education based on the^ number of children 
in net enrollment in the district. In counties with a popu- ' 
lation between |6,000 and 16,250, the first $150,000 sh^all 
be paid ,to the custodian of the school funds. The balance 
remaining shall be^ allocated two-thirds to tjie^ounty general 
• , frind-^^nd^ one- third, to the school fund. 

b. Ten percent of the taxes levied on oil and g.as wplls located 
within the corporate limits or the police jurisdict;ion' of anjr ^ 
municipality shall be allobated to the municipality. 

^ ■ ■ ' * * ■ • ^ " . .. 

. c.^ Fifty percent of the first $1^0,000 remaining goes to £he 
State, 42.5 percent to the county,, and 7.5 percent'^to 
municipalities on a population basis [40:20.8]. ^ 



Alabama /Alaska ' 

9- . ' ■ ^ ' . • 

,A11 oi^i or gas produced, all leases in production, including n^ineral 
rights on producing propertiesj and all oil or gas under the ground%n pro- 
ducing property within the State are^ exempt from all ad valorem taxes of the 
State, counties, or municipalities. No additionaj), assessment shall be added 
to the surface value of such lands by reason of the presence of oil or gas 
thereunder or production therefrom [40:20.12]. Cities and counties are also 
expressly forbidd^ from levying any ' additional taxes on oil or gas produced 
in the State of Alabama. ' - . 

■' ' . ^ ■ "■ 

-The Conservation tax was originally enacted fo finance the Oil an'd Gas 
Board. In 1961,. however, the 2-percent tax was allocated to the State's 
general fund [9:17.31]. ■ ■■■.^ 

■•y \ ■ • ^ ' • . 

' A severance tax is also levied ^on iron . ore/'' 'Thl^? tax, in the form of 
a license or privilege/ tax, is imposed a rate of 3 cents per long ton 
[40:12.128]. ' 

Since 1971, a severance \ax of 13.5 cents per ton has been levied on 
^oal mined in the State [40:13.2]. The reveiiue goes to a special bulk- 
haiidling. facility trust fund and is to be used to pay principal and interest 
on revenue bonds issued to construct the State docks bulk-loading^facility. 
If in any fiscal year the funds on deposit, exceed the amount due on the bonds 
in the succeeding . 12 months, the exqessis availabl^^ for refund to Individual 
taxpayers on a pro rata basis [40:11.5]. ^ ■ ' ' . * ^ 

In 1977, a severance tax of 20 cents - i>er . ton on .the mining of coal or- 
lignite was added. Proceeds from this tax- are returned to local governments 
; according to the following formula: ^ 

1. ■ For. mines located within the police jurisdiction or municipal 

limits of a mimicipality, 5'0 percent of the tax. collected -goes^ 
to the municipality and 50 percent' to the county.' 

■ ■ * . ^' 

2. For mines located- outside, the police jurisdiction or municipal 
limits of a municipality 100- percent of the tax collected goes 
to the county government. 

This* act also prohibits^^.local severance taxes [-40:13,31,32]. 

. ■ ' • Alaska ; 

Alaska received more than $23 million, about 3 percent of total-State 
revenue, from" production taxes on petroleum and ^natural gas in 1977. In 
1977, the Alaslca Legislature .repealed the previous p'toduction tax on oil and 
gas and replaced it with a -production tax wi^h a graduated rate structure. 
For oil, the new base taxr r^te is the greater ofvl^5 percent of the pro- 
duct's value at the point of production or 60 cents' per barrel- of old crude - 
and. 80 cents jier barrel of all other oil, [43:55. Oil], 



. ' 9 * ' * . ■ Alaska 

The base tax.rates aire then adjusted as follows [43:55/0l2(b)]: 

1* The original centis-per-barrel rate applies to oil of 27 degrees 

API gravity^ For- each degree of API gravity. less than 27 degrees, 
the cents-per-barrel amount shall be reduced by $.005 and for . 
each degree of API gravity greater than 27 degrees the cent s-per- 
barrel amount shall he increased by $.005 except that oil above 
, 40 degreejs API gravity shall be taxed as 40-rdegree oil. , — 

*■' ■ " " ^ . ■ . * ' ' . 

2. The base rat e^fad jus ted for API* gravity is then multiplied by 
an economic limit factor to obtain. Che actual, tax rate. The 

* . , economic limit factor acts to reduce taxes as production 
falls or as production costs rise* 

The economic limit factor for oil production of other than old crudisi 
equals: ./ . . 

X (1 [PEL/tP]>exp X^O - WD/PEL) , . . 

where: PEL = monthly '^T?o duct ion rate at the economic limit, 

TP = total production during the month for which the ^ 

tax is to be paid, . ^ , 
WD = total number of well days in; the month for which 

the tax is to be paid, and ; , 

exp indicates that the expression following' is an 
exponent [43 ;55, 013(d)] • ^ ■ 

The economic limit factor for gas of old crude oil production equals: 
1 - PWTP [43:55-pl3(a), (c)L . : 



The^monthly production rate at the economic limit for oil property is 
presumed to be ?00 barrels times the number of well days for the property 
duriiig the month for which taxes are to be paid. The taxpayer- may rebut this 
presumption at a formal hearing [43:55. 013(d) J- 

The monthly production rate at the economic limit for gas shall be estab- 
lished individually for each lease or property in the State, and shall be 
based on the value of the gas produced and the average monthly direct opera- 
ting costs [43:55.013(g) , (h), (c)l. \ 

The base tax rate for gas is $.064 per thousand cubic feet of taxable gas 
pr 10 percent of the gross value of taxable production calculated .at the point 
of -production [43: 55. 016(b), (c)].- ^ ^ • , 

The tax levied under this section fs in place of ay. taxes imposed by the 
State *or its municipalities exciept franchise taxes, income taxes, taxes upon 
the retail sale of oil and gas\ and the one-eighth cent per barrel oil and 
gas regulation and conservation tax [43:57. OlOj. 
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Arizona/Arkansas ' t. ^ 

Arizona 

* ■ ... ^ 

Arizona uses an ad valorem property tax to tax the mineral industry; it 
has no severance or production taxes. The State tax commission has responsi- 
bility for taxing all patented and unpatented mining claims [42^126]. The 
value of the mine is determined by estimating probable gross revenue and 
deducting the probable cost of extraction, reduction, and sale of the* ore 
product. The net value is t;^n converted- to its present' worth. Five classes 
of property are established in Arizona for assessment purposes. Mines, 
smeltersl railroads, mills, and lumber are all assessed' at 60 percent of' 
market vaSoie, the highest rate of any ciass. In contrast, commercial and 
industrial\roperty is assessed at 27 percent, agricultural property ft 18 
percent, arid residential property at 15 percent pf market values [42:'255]." 
^ ' . ^* ' • ' . 

^ .A special tax on the mineral industry was enacted in 196?'. A tax of 1.5 < 
percent ' of gross proceeds or gross income was levied on every person in the 
State in the business of mining, quarrying, smelting, or producing for sale 
or commercial use any oil, natural gas, limestone, sand, gravel, copper, gold, 
silver* or other mineral product compound or combination of mineral products. 
Revenue from this tax goes to the State School Fund [A2:137l], 

. • Arizona -also levies a mining privilege tax at a rate of i percent .of gross 
receipts. ReveWe collected from that tax is distributed as follows: 4 
percent for administration; 15 percent , to the Department of ^Economic. Security, 
and 25 percent to incorporated cities. The remaining 56 percent is divided 
40 percent to the Staters-general fund and 60 percent to counties The funds 
are allocated among the counties according to the "counties' assessW values 
. and the amount of privilege tax; collected, with" each factor receiving equal 
weight*- ' -. V 



Arkansas 

Arkansas levies a severance tax "on the valued of most natur^tT^Tresources 
removed from the soil or' water. Among those included under th4. tax are 
natural gas,, oil, coal, barite, bauxite, titanium, manganese, zxhc,*^ cinnabar, 
lead, crushed stone, gypsum, sand, and precious _^st ones [84: 2102] . During 
fiscal 1977 this tax provided slightly over $10*4 million^, or about 1 percent 
of State tax revenues, " , ^ . 



Since the t^x is a -severance tax, it is levied, at a fixed rate per volume' 
for most minerals: 15 cents per short tpn of. barite, bauxite, titanium, . 
manganese and manganif erous ores, zinc,' cinnabar, and lead; 2 cents per short 
ton of coal', lignite, and iron ore; and 1.5 cents per short ton of gypsum/not 
used for manufacturing in Arkansas, chemical grade limestone, silica sand, 
and dimension stone [84:2102 Ca)-(d)]* However, diamonds, other precious . . 
stones,^ native ^sulfur, salt, and .an assortment of less important stones and ^ 7 
resources are. taxed at 5 -percent of the ^value of the product at time of ^ 
severance [84: 2102(h)]. - 

• ■ ■■ • . ■ _ ■ . " . . 3 



Arkansas /California 



•i ■ , 

• ' Natural 'gas and oil are also subject to ta'x r' NatiiraV' g^^ 
0.3 cent per 1,000 cub-ic feet. Oil from a well producing an average of 10 
barrels or niore ±S taxed at 5 percent • of market value at the time of produc- 
tio»-. For wells averaging below 10 barrels, the -tax is computed at 4 perceqt^ 
[84:2102 (e)]. . \ 



• Severance taxes levied uncTer tKis law are in addition to the general 
propierty .tax, P?iyment of the tax does riot affect the liability of the pro- 
ducers for all State, county, municipal, or special district taxes upon their 
real and cojrporeal property. , However, no other privilege or excise taxes 
are to be Imposed ifpon the right to use the i^aturaf resource [84: 211 J. This 
provision apparently does not apply to the Arkahsas Oil and Gas Conversion * 
Tax which is now limited to 10 mills per barrel of oil or i- mill per 1,000 
cubic feet -of natural gas [53:125]. , 

' Although the State collects all severance taxes, the State Treasurer is 
required to return a large portion of the funds to local governments. The 
General Revenue Fund receives 3 'percent; the remaining 97 percent, is distri- 
buted as follows: ^ 

,1. All severance taxes, 'penalties, and costs on timber and 
timber products go to the State Forestry Fund. 

' - ■/ — ^ . t - : ■ 

^^ ^2. jot the severance taxes, penalties;^ and co^ts, except those 

on timber, 75 percent shall be "gSBrieral revenues" and shall , 
be .allocated tdS the various State treasury funds partici- . 
pating in general revenues in the proportions provided by - 
the Rfeveitue Stabilization Law of Arkansas. , - 

The County Aid Fund receives the remaining 25. percent . 

■ ' " ■ ' . ' ■ ■ , <. ■ ■ 

: The State Tri:asurer prorfates the County Aid Fund among th^^ounties based 
on the proportion of the Staters severance tax revenues produced by that 
county. On receipt of these funds the county treasurer credits 50 percent, j 
of J^he money to the County General School Fund and 50 percent to the County 
Highway Fund. ^ \.r 

In 1977, the Arkansas Legislature added an additional tax of 5 mills per 
barrel on oil production. Revenues from this tax go to establish the 
Arkansas Oil Museum [Act 310, 1977]. ^ 

. ' ' - , ■ ■ f 

/ ' ' California .-. 

• California levies a small oil and gas production tax on mineral property 
which in 1976 faised $2.3 ml4llon,abputO^02 percent of total State tax 
revenue. The tax is levied on the. ntmber of barrels of oil and thousands of 
cubic feet of natural gas extracted at a rate determined annually by the 
California Department of Conservation [Puby-R. 3404], The value of minerals 
in* place is subject- to local property tax^, however. ^ ' " ' 



Colorado 

\ Colorado ' \ ' " - , 

Untfl 1978, Colorado levied a severance tax on cosCl and product iont^axes 
on dli and gas* In 1976, these taxes produced slightly more /than $500,000, ' 
or about 0.05 percent of the State's tax revenue. Mineral pxQperty is also 
subject to an ad valorem propertjr tax based on gross/proceeds. 

The 1977 Colorado Legislature made significant revisions in, the State's 
mineral tax laws. The coal severance tax and. oil and gas production^ taxes 
were repealed effective January 1, 1978, and replaced with a broader .severance 
tax covering metallic minerals, coal, oil and gas, molybdentmi, oil shale, rock 
sand, gravel, limesttone, and dolomite. ^ _ - > 

. ■ " ' ^ > . ' " r • . ^ 

For metallic minerals, the new t'^x rate ^is 2:25 percent of gross income 
far all income in excess of $11 million. Ad valorem taxes assessed during 
tlie ^taxable year are allowed as a credit against this tax in an amoxint up to* 
50 percent of , the severance tax levied [39:29.1033. 

^ 'f 
- T^^new tax on molybdenum ore is 15 cents per ton. 

— Oil and natural gas will be taxed at a percentage of gross income^* 
according to the following schedule: 

■ ^ ' . '\ ' - ■ . ■ 

Gross income Tax rate -(%) 

. ■ tinder $25,000 2 

■ ■ y $25,000 to $99,999 3 

$100,000 to $299,999 4 ' 

. ,^ $300,000 ^nd over ' 5 ; 

A q-redit equal to 87% percent of all . ad valorem taxe^ assessed by State, 
and local governments during the taxable year the leaseholds, royalties;, 
and royalty interests may be applied against the severance tax. Ad valorem 
taxes^ however, do not qualify for incltxsion if levied on. equipment a:nd 
facilities used in drilling for crude oil or natural gas or producing, 
storing, or transporting througla a pipeline\C39:29.1G5]. ""v • 

Coal will be subject to a severance tax of 60 .cents per ton, but- no tax 
is levied on the first 000 tons per quarter. In addition , coal produt:ed 
from underground mines qualifies for- a credit of 50 percent of the tax. An - 
additional credit equal to 50 percent of the reinaining tax .is provided those " 
r m i nin g lignite. For every- three points change ii^ the wholesale price index 
prepared by the U.S^ Department of Labor,- the /tax rate will be incr^eased- or ^ 
decr^sed .1 percent [39:29.106]. ' 

The gross proceeds from the severance of oil shale are subiect to tax at 
a maximum rate of 4 percent. The tax does not apply imtil the' oil shale \^ 
facility is producing at least 50 percent of capacity. The rate schedule is: 



" " Year" — - - " Tercerif " 

^ ' First > , .1 

A ; . Secofid . , 2 

Third - ; . .3 

. Fourth and each , 
. , succeeding year * ^ . 

The production of the first 15,000' tons per day of oil- shale, or JO, 000 
b)|rrels per ddy of Ishale oil is exempt from the tax. v/ 

Shale '&11 produced^ from in\itu methods is aliiwed a 25-percent tax 
credit [39:29- 107§."^ 



Colorado 



Revenues from severance taxes on minerals and mineral fuels realized 
after June 3(JT 1981, will go. to a State severance tax trust fund. This fund 
is to be perpetual and 1^ to serve as a replacement for the| State's depleted 
natural resources. Only the income from investment of the trust f;end is to be 
available^to be spent. That -income is to be deposited in the State's general, 
fund* / . , / ^ ■ ■ . " . \. 

. Pribr to Jtme 30, 1981, revenues from- the severance tax are to be dis- 
tributed as follows [39:29-.108]: , 

XJ For oil and gas, 100 percent to the Staters (general fund. 

.2. For oil shale, 40 percent to the State Severance tax trust 
fund and 20 percent to the local government severance tax 
■ . fund.. . . . ' 

■\ ^ 3. ^For molybdenum, .see ta^le- 2.- ., -J; . »^ , . *. 
4. For coal and metallic minerals, see table 3. • ^ 

Table 2— Distribution of taxes collected on mo lybdentjm, Colorado ^ 









Local government 


Fiscal. : 


St^te ; 


; .State severance : 


severance tajc , 




general fund : 


tax trust fund 


trust- fund 






-r Percent 




• 

1978 i 


- 70 


■ 20 


. 10 


1979 : 


70 : 


. 20 .< 


' . 10 • .; 


1980 : 


60, 


30 ' 


-• - 10. 


1981 : 


. 50 


40 


• ■ -.. -.lO . . 



Colorado 



and metallic minerals, Goiorado 



: 2 ' : Local government 

Fiscal : , : Statie - > ; State severance • severance tax 

tax trust' fund • trust 



< 




' ' Percent / 




'.-1978: 


• 40 


^ ' ■ i5 <ii» . : 


■ ■-. '.45 ■ . 


1979 ■ 


: 40 


. ■•'15- 


■ ' 45 ■ " 


1980 


: 30 ' 


25 


45 : ' . 


1981 


: .iO : 


35 

* 













The severance tax act also created a new fund, the local government 
severance tax fund, to be administered by the Department of Local Affair^; ' 
Fifteen percent of the fund's receipts are returned to counties and municipal 
ities in proportion to the number of residents of the municipality or unin-^ 
corporated area of the county employed in the mine or retprting facility. 

. Eighty-five percent of the funds are to be distributed from the local 
government severance tax fund to local governments affected by energy oT 
mineral development. ' l?his revenue is to taOce the place of property tax 
revenues lost when severance tax payments were allowed to be^dediicted in 
determining the valu6' of the mine. These funds may be used for either 
operiating- or. capital expenditures. 

- ; An energy impact, advisory committee was; created to recommend to the 
Department of Local Affairs actions needed to assist impact-ed areas, the* ^ 

. problems faced, by JLoipal^ governments, in providing ^servicesV stli«-^xt of 
av^iiiaible local ; go veirame^ tax resp1i?-ceSi' and othei: problems ^suclT. as housing 

• and environmental deterj^bration which may result from energy- inrpadts . The ; 
eacecutiye director of the Department of I^cal Affairs is to be'*the chairman 
of this committee. Other members include the Commissioner of Education, the 
executive director of t^e Highiray^ Department^^ 

: Department of Natural Resources,, and f^ve residents from, ene:^ impact areas , 
two of whom must reside east of the^Continent'a^^^ [39^2^^0] . t \ 

All mines are also subject to an ad: valorem property tax. Each. mlne v - 
owner or operator is required to file with the .county assessor a statement 
showing, among other things, the gross value of the product extracted;, the ^ 
costs Qf extracting, treating, reducing, and transporting the product;, the 
gross proceeds of the mine; and the net proceeds of the mine. Thie propetty - 
i4 then assessed- at or at net proceeds, which- 

ever is >gr eater r39:6.106]. The mineral property so-valued is then taxed at 
the rate established by the countyl 



J 



riorida 



In 1971, the State of Florida added a severance tax on solid minerals 
to its existing production tax on oil and natural gas. Solid minerals, 
defined broadly, include clay, gravel, phosphate, rich lime, shells, stone, 
sand, and rare earths as, well as the minerkl ores* In ^977, the State 
received mare than $47 million from these taxes, or about 1.6 percent of its 

budget. . ; , 

.' > ■ * ' ■ ■ ■ ' \ . ' ' *\, ' 

'The 1977 Florida Legislature increased the severance tax rate on both oil 
and phosphate, rock. Oil from wells yielding more than 100 barrels per day 
is now, taxed at 8 percent of the gross value of production. Of the revenue 
raised from thi3 tax seven-eighths goes to the State's general fund and one- 
eighth to, the general fund of the county in which the oil was produced 
[211:02.1]. * ^ V" 

Natural gas production is taxed ^t 5 percent of gross v^lue of produc- 
tion. Eighty percent of this revenue goes to the State ^ general fund and 
20 percent to the general fund of the county where it was produced [211:02,l]^ 

■ • , ^ _ . ■> 

Mining of phosphate; rock is taxed at 10 percent of the gross value of 
production at the time of extraction. For all other solid minerals fhe rate 
is 5 percent [211 :[31. 1,3]. V 

Seventy-five percent of the revenue derived from the tax on phosphates 
and . 50 percent of the revenue from the tax, on solid minerals goes to the 
State's general fund. The remaining revenue is paid to the Land Reclamation 
TnistP Fund [211:31. 3] . ^ 

< Taxpayers '^are allowed ,to credit the full amount of ad valorem taxes paid 
on the separately assessed mineral interest of the property against.the solid 
^ mineral severance tax.. Howpver,* this -ad valorem tax credit cannot exceed 20 
percent of. the taxes due tiiider this sect ion [211 : 32 . 1 (a^jT The credit ,: which 
may" be accumulated over seX^eral years, is allowed only if the taxpayer has a • 
program for site reclamJation and restoration approved by and filed with the 
Department of Natural Resources [211: 32.1(c)]. 

I^^T^xpayers are entitled to a further Return of taxes under this section, 
if they institute a reclamation and restoration program on the mine site. 
Other alternatives ^include the reclamation of land other than the mine site, 
or >t he transfer of "the site to the State for use as State land. In the case * 
of reclaimed land, the taxpayer will receive aij amount equal to 100 percent of 
his costs pf reclamation and restoration subject to a inaxlmum limit of -thfe" 
amount of taxes paid^ by ,,^e ^taxpayer that 4s deposited in the Land Reclamation 
Trust Fund., * With . regard"t2h^^ transfer of land to the State, a refund equal 
to 100 percent of the fair market value-of- the land, up'' to an amount equajL to 
the taxes paid by the owner deposited in the Land Reclamation Trust Fund, is 
allowed . ■ . ^ ■ 
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Idaho /Kentucky 



Idaho ^ i 



In 1977, the Idaho Legislature amended the ^ Existing license tax on mining, 
changing it rom a tax on gross value to a tax on the net value of ores mined r 
In additiofli, phosphat^ and limestone were added to the list of minerals taxfed, 
and rock in place was added to the kind of mining taxed. Idaho law now pro4 
vides that anyone engaged in or^receiving royalties from any mining claim 
containing gold, silver, copper, lead, zinc, coal, phosphate, limestone, or 
otlfier precious and valuable metal or mineral shall pay the" State an amount 
equal to 2 percent of the nfet value 'of the royalties received .or the ores 
mined [47:120l]. / ^ ' . . , 

The net value of the ore is to be computed using one of the following 
methods [47:120l]: 

..1*^ By deducting from the gross value of the ore all costs of 

mining and processing such x>re u^stng the formula prescribed 
. ^ In section 613 of the Internal Revenue Code and Treasury 
Regulation 1*613-5 for computation of the net income from, 
mining for depletion purposes, less the deduction' of 
Federal depleticto or 

2. By deducting the following .from the gross value determined by 
the U. S, Department of irhe Interior for computation of the 
value of minerals on public lands for Federal royalty 
purposes:, » % 

a. all costs ^of 'mining the ore to the point at which ^ 
valued; the costs to include only those directly ' 
^ incurred in and attributable to the mining opera- /' 

. tioh in Idaho, ■ - : \ 



b. the applicable portion of tli^Tederal deduction for; r 
: . depletion ^/^alloca^ed - r'/' : ' : 

ore used, for- this computation to the gross value of - ; ' 
ore for the Federal depletion computation; ^ , - 

All revenue from the ore mine license tax is credited to the State's general 
fund* w 



^' Kentucky — 

Severance taxes in Kentucky produced more than $113 million for the State 
in 1977. Taxes are levied on both coal and petroleum production, although- 
almost aii. revenues are derived .from the coal tax. ^ " / * ' ^ 



The coal severance tax/ e^^^ is levied *at a rate of 4.5 ' 

percent of the gross value of all coal severed during a reporting period ' 
1143:020]. The tax is in addition to _all othtair taxes levied by the- State or 




Kentucky /Louisiana 



local govenment^ Thetev^MB^^Rtxlctiori on the txse of the- tax by localities 



'--irt- add±±±on -to- ±he "State. > 

-■» ■ • '* ,, ^/ ■ 

Tbe ^oir- production tax Jis lev^e^i by borh the State and the county. All , 
producers" of crude petroleum- mus^ ^p/ty a tax of 0.5 percent on the market, 
valu$ of *all petroleum, produced in the-^State. Any county may impose an addi- 
tional tax-pf ,1 percent of the inairket v^ue and these revenues may be used 
for any purpose by th^ county v Wh6n a producing well is located in a separate 
taxing district within the county , fiqwever^ the^f unds shall be distributed 
equitably among districts ' [l37:I20]r 

^ • In 1974, the Kentucky Legislature created a special Coal Producing County 
Develoianent Fund to be used for public improvement projects in coal producing 
counties. Possible" proj ects which can bcL financed include "the construction^ 
reconstruction, > and maintenance of roads and bridges, *^sewer and water projects 

. construction or renovation of public\f'acilities, p^axks, and industrial develop 

^jne^ projects" [42:300.2]. ^ 

Money for the Coal Producing County Development Fund is appropriated by 
the Legislature from the jgeneral fuhd. Income from the. fund is apportioned 
to counties on the basis of the rat of the severance tax collected in the 
county to total amount o'f severance rax collected statewide. Each year, a 
list of proposed expenditures f irom^tfie-^ f und ^ is to be submitted by each coal- 
producing county for consideration by Vhe Coxmnissioner of the Executive 
Department of Finance and Administration Except" where the. proposed expendi- 
ture vi6i^tes State law.^ the recommendation will be accepted provided, 
how€ver54^ that the Commissioner may ask for\ reconsideration on any project 
[42:3b6.3j. 

The ftmd is supervised by an advisory committed. of seven members, all 
from districts in coal-producing co'i:^ ties. F^ive df the members ar^ selected 
from the State. House" of Representatives by the House members;' the other two 

are selected from the State Senate by: its members [42^:310]. 

* ■ - ' ^' 

* *; /' ■ ^ : ■ Louisiana^ -- ' ■ j ' 

Louisiana makes^extensive use of severance taxfes, levying them on many 
minerals, including natural gas and oil. In 1977, the State received more 
than $495 million from these levies, nearly 29 percent of the State's tax 
revenues. ^ 

• ' ■ < \ ■ . - - 

Severance taxes are levied in addition to all other State,, parpchial,. 

municipal, district, and special district-r taxes, levied on, real estate and\ 

other corporeal property.." However no' further taxes or licenses, may be 

liirppsed :on/oil^ or gas leas^ should any additional value be 

added to^the assessmtot' of land ^ by .reason of the presence of oil or gas on 

the property* In addition, no pari^ or other local government can levy a 

severance tax or license fee C^7:643]J. 



Loxilslana ^ • 

The tax is levied at the following ^rates [47:633]: . 



1.-^ Oil, 12*5 percent of its value at time of severance. 

' 2. On wells incapable of producing more than 25 barrels per day,- 
and which, also produce at least 50 percent salt water, 6.25 
percent. v 

V ■ . ■ ■ ' 1 

3. For wells incapable of producing^ more^than 10 barrels per 
day, 3-1/8 percent. ' 

4. Distillate, condensate, or similar resources, 12.5 percent. 

' 5. Natural gasoline, ethane, or methane, 10 cex*ts per 42-gallon 

barrel. - * n 

6. ' Butane and propane recovered through processing, 5 cents 
per 42-gallon barrel. 

.7. Natural' gas, 7 cents per 1,000 cubic feet. If the gas comes 
from an oil well x^ith pressure of 50 pounds perl square inch 
or less, the rate is 3^cents per 1,000 cubic fefet. If the well 
i-s judged incapable of producing an average of Z50^,000 cubic 
feet of gas per day, 1.3 cents per 1,000 cubic fe^t. > The tax 
V is not levied on gas injected into a formation for storage, 

used for drilling fuel, consxmied as fuel in the opferation of 
a>gasoline or a recycling plant, or in the prod-uction of 
natural resources in the State^. Gas produced from oil fields 
vented or flared into the air is also not taxed. 

, 8. Sulfur, ^ $1.03 perTlon;^ ton. ^ v ' . ^ 

9. Salt, 6 cents per short toai. 

10^ Coal and ores, 10 cents per short ton. 

11. Marble, 20 cents per, short ton. 

12. Stone, sand, and gravel, 3 cents per short ton^ 

The revenue colljected throxigh the severance tax is distributed as 
follows: ^ : . 

1. One-third of all severance taxes is credited to the 

State's general fund; provided, however, that beginning 
in the 1974-75 fiscal year and for each. of the four • 
succeeding fiscal years, $10 million shall be deposited 
in the Bond Security and Redemption Fund, and begini(ing 
in fiscal 1974-75, $48 million is : allocated to the \ \ - . .. 
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! Louis lana/Mlchi^an/Mlnnesota 

\ ■ • ' 

highway department for its overlay and bridge replace- 

ment program . _[ 



2. One-third of the severance taxes on sulfuii and 20 percent 
of the severance taxes" on oil, gas, coal, ores, shells, 
marble, stone, sand, and gravel jLs allocated to the parish 
' . \ within which the taxes are collected* These credits are 

subject to^a limit of $100,000 per parish Jrcto the sulfur 
tax and $200,000 per parish, from all mineral taxes. 

Severance taxes not otherwise allocated shall be credited to the 
Severance Tax Fund [47: 645], 

• Michigan \ . . 

Michigan levies a production tax on individuals severing oil or gas* This 
tax produced^ slightly over $9 millioti in 1977, or siightly^ore than 0*2 
percent of State tax revenue's* The tax is levie^d at -2 percent of gross value 
of^ the oil or gas severed and is in lieu of all other taxes. State or local, 
on the oil or gas, the property rights attached to tfiem, or the yaluiss 
created and upon all leases or the rights to, develop any land fox oil or gas 
[205:303]* V 

Michigan also has a tax on low-grade iron ore production; a similar 'tax 
on copper mining was removed in 1960* While plants for the beneficiatlon or 
treatment of iow-g?:ade iron ore are being constructed, the property is subject 
to an annual tax equal to the rated annual capacity of the plant in gross v 
tons mtiltlplled by 1 percent of the value per gross ton, multiplied by the 
percent ;completion of the min^ [211:622] . After production has ' ^' 

been established on a commercial basis;, the property tax 1^ equal to the 
average annual production during the preceding 5-yeax period .multiplied by 
^2 percent of the value of the ore [211:623]. If at any time-,, however, the 
specific tax as determined in section 623 (above) is less than the tax deter- 
mined under section 622, the provisions of section 622 become cbntrolling* ^ 

The tax provided in this act ^ia^ln lieu of ad valorem taxes on the low- 
grade^^ron ore, the low— grade iron ore property, and the lands used in 
mining, quarrying, transporting, and beneflclatijig the ore, as well as taxes 
on mining or producing concentrate from the ore. 

. ' • Minnesota 1 

Minnesota received more than $59 million from mineral occupation, produc- 
tion; and royalty taxes during 1977* This stjm amounted to slightly more 
than 2*4 perc^t of State tax revenues. The major revenue source Is the tax . 
oh production of iron ores and low-grade iron ores such as taconite* 
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Minnesota 

An occupatio;i tax of 15 percent of the value of production is levied on 

production of taconite, semitaconite, and iron sulfides; all other iron ores 

are ta-xed at 15/5-percent [298:0l]. Gross value of the of^ is defined as the 
Erie pellet or ore price adjusted for iron content [298: 03]* 

To encourage employment and the utilization .of lower grade undergrq^ind 
ores, a credit is allowed .against the occupation tax if the ore is beneflc^- 
ted in the State. The credit per ton is equal to 10 percent of labor costs 
in excess of $0.70 per ton and less than $0.90 per ton, and 15 percent of 
labor costs in excess of $0.90 per ton. For ore not beneficiated in the Stat 
. the credit per ton is 10 percent of labor costs between $0.80 and ^1.05 per 

♦ ton plus 15 percent of labor cpsts in excess of $1.05 per ton. Both credits 
apply only to the first 100,000 tons per year. For underground and; taconite^ 

, operations,^ the credit may not exceed 8.25 percent of the taxable value of 
the ore;- for other operations, the limit is 6.2 percent [298:02]. 

If allowable costs for mines other than taconite and semitaconite exceed 
the value of . the ore at the surface, a tax credit is allowed. The credit is 
computed by applying the current tax rates to the excess of such costs over 
the value, limited to 53*68 percent o-f the credit for open pit mines and 
42.10 percent for underground mines [298:027]. 

Minnesota also taxes all royalties received for permission to explore, 
mine,, take out, and remove ore. Royalties on taconite, semitaconite, and 
iron sulfides are taxed at 15 percent ; royalties on natural iron ores at 
15.5 perdent. The labor credit allowed under the^ occup^^tion tax is also 
allowed for the royalty tax [299 :0l]. Copper-nickel royalties are- taxed at. 
1 percent with ^n additional tax of 1. percent on gold, silver, or other 
precious metals [299:013]. ^ 

In addi^zion^o the occupation and royalty taxes,' the production of 
merch'antable iron ore concentrates from taconite and iron sulfides is taxed. 
'Minnesota levies a base tax of $1*25, per ton of merchantable iron ore concen- 
" trate produced. In 1978 and beyond, this base is multiplied by the .ratio of 

the steel mill pxpducts index during the <pxoduction year divided by that 
.index for 197:?. In no -event , ^however, will that tax ever be les^than $1.25 
per ton. .A surtax is levied at^l.6 percent of the total tax above for each 

1 percent that the iron content of the concentrate exceeds 62 percent, "when * 
dried at -212 F [298:2,4, 298:393]. 

The production taxes imposed on .taconite and iron sulfides are in addi- 
tion to the occupation tax imposed on the business of mining and producing 
iron ore, the royalty tax, the taconite railway tax, ^and an ad valorem tax 
ori unmlned taconite ore. The production tax is in lieu of all other taxes on 
^taconite or iron sulfides, the -lands in ,\>hich they are contained, their . ^ 
mining, quarrying, ^ and concentration, or upon the machinery,' equipment, tools', 
supplies, . and buildings used. In addition, ^irms receive a credit of up to ' 

2 cents per ton for direct taxes paid for principal and Interest on bonds 
>Lssued by a school district or a city. ' 



32 



ERJC 



38 



\ 



Minnesota 



r 



Proceeds from the taconite production tax are divided as follows 
[298:28]:^' „ l _ _^ _ 

1. 2.5 cents per ton to the city or town- in which the taconite 
ft • was mined or beneflclated. . ■ 

2. 12.5 cents per ton to the taconite municipal aid account to 
be distributed to cities on Minnesota's Iron Rangie.^ ' ^ / 

3. 6 cents' per ton to the schbol district in which' the , mine. is 
located J . * . • 

t 4. 20 cents per ton to Iron Range SchooL districts to be dis- 
tributed in proportion to the district's permitted levies. 



5. 12.5 cents per. ton to the county in which the taconite was 
mined. ' ^ ^ 

6. 2 cents per ton to the. county road and bridge fund in the \ 
county where the ^taconite was mined. 

7. 23 cents' per ton to the taconite property tax relief account. 
In 1980, this amount increases to -24 cents per ton. 

' "8, 1 cent per ton to the' State. . • 

9. .3 cents per ton to the Iron Range Resources and Rehabili- ' ^ ^ 
• tat ion Board. . . 

10. The remaining proceeds are to be divided equally between 

the" taconite area environmental protection and economic . \ . . 
development fund and the northeastern Minnesota economic 
protection -fund. ^ • 

Ten^ percent of all occupation taxes are distributed. to the University of. 
Mltftiesota, 40 percent to foundation aids, and 50 percent to the State's* general 
fund [298:17]. ^ - *- . \ ' 

The mining-of semltaconlte and agglpmeratefe and the production of ore 
concentrate is also taxed.'- Concentrates from agglomerates are taxed at 5 
cents per gross ton; concentrates from semltaconlte not sintered within the .„ 
State are taxed at 10 cents per ton. To both of these rates is added a tax. 
of O.l^cerit per gross, ton for each 1 percent that the iron content of the 
product exceeds 55 percent when, dried at 212 F [298:35]. Again^-this tax 
is in addition to the occupation tax. If^ however, at leagt 1,000 tons of 
concentrate are not produced during the year, the tax may be levied at the 
local mlllage rates,' provided that the tax will not be greater than that on 
the assessed value assigned to semitaconit'e in 1958 or an amount sufficient 
to raise $1 per acre. 



* Mlimesota/Mlsslsslppl * ' 

The proceeds of the semi'caconite tax are returned to the various taxing 

districts^ where the semitaconitewas mined according to the following 

fdmula [298739]: "22"percent to tlie" city" or^^t^ 50 percent to the school . 
district 22 percent to the c6unty, and 6 percent to the State. 

« > • 

Other low-grade iron ores which must be separated from ot-her detrimental* 
compounds and elements before processing are taxed at the same rate as semi- ' 
taconite [298:428]V 

The combined occupation^ royalty, and excise taxes imposed' on taconite \ 
^ cannot be increased to exceed the greater of (1) the amount which, would be 
^ payable if such taxes were computed un'der 1963 law or,: C2) the amount which 
" would be payable if the person or corporation were taxed with-respect to the 
. income^ franchise, and excise tax laws generally applicable [298:40, ART. 
,XXII Minn. Const.]. -.'v. - . . . 

Minnesota also levies occupation and production taxes- on copper-nickel 
mining. The occupation tax, levied at 1, percent of value, is bas^d on ^he 
value of ore produced less costs of labor and supplies, costs of overburden 
removal or tunnel construction, and royalties. - the value of the oiSsls also 
net of the tax on- ore transported to a concentrating mill [298:6l].'. A credit 
is allowed against the tax 'for intrastate processing and for research' expei^i- 
mentation and exploration [298:54,55]. . ' * 

Coppers-nickel production is al^so' subject- to a production tax of 2.5 ^ 
cents per ton J[298: 61].^. The ,base/,tax increases 1 percent for each 0.1 per- _ 
cent "that the average coppfer-nickel content per. ^ach gross ton of ore exceeds 
l- percent. The proceeds from the cooper-nickel; occupation and production ' , 
taxes are distributed *in the Same -way as the "taconite taxes . ^ 

' ■ ' \. ' ' '. ■ V • " ■ 

- Mississippi ... 
^ ^ . *. • * " ' 

Mississippi received iriore than $23.4 million in severance tax revenues in 
1977. This money, almost entirely from a tax on the 'privilege of extracting^ 
oil and naturals-gas from the soil or water, accounted for' nearly 2.4 percent . 
of State tax revenue. ' ' - . ' , * 

.The severance tax-on oil is levied, at 6. cents per barrel or 6 i^ercent of * 
value, whi-chever is greater .[27:25.503];' 'Natural gas is taxed at 6 percent 
of value or 3 mills per cubic foot, whitihever is greater [27:25.703]. 

^ . • ' -f ' ' 

"Proceeds from .the severance tax on oil are distributed* as follows: 

1. On the-^first $600,000, 90 percent to the State and 10 
percent ■ the county. . ' ' ' ' . 

2. - On the next $600,000, 66-r2/3 percent to the* State and 

33-1/3 percent- to 'th^ coiinty. 

' • ' /-•..'■■- • ' • 



Mississippi/Montana 

3» Above $1 /^million, 95 percent 'to the State an^ 5 

percent^ -^o^^.che coimty, ^ ' \ ^ 

. . ■• " ■ • :^ .' ■ . . ■"■ \ " ^ . _ \ 

. If oil-producing, properties exist the corporate limits of a munici 

^ality, the municipality shares the funds returned to the county in the pro- 
portion in which the severance tax proceeds . from properties located within 
the municipality bear to the total tax proceeds of the county. In no event, 
however,, shall the amount allocated to municipalities exc.eed one-:third of the 
tax produced in the municipality. The balance of the funds returned to the 
county is to be, divided among the various fimds and districts at the discre- 
tion of the board of supervisors. 

The tax levied on gasv production is distributed slightly differently. > 
Two-thirds of the revenue goes to the State's general fund and one-third to 
the cotmty [27:25.7053. Again, if gas-produj^^g property lies x^rithin the 
territorial limits of any miinicipality , the municipality ^receives a ^D'ro *rata 
shiare (not to exceed one-third of the tax) based on the proportion of the tax 
collected in the county that is derived from property located in the munici- 
pality. . ' . . . V ' 

' Alb^ gas produced in the State an^ all gas-producing properties are exempt 
from ad valorem taxes levied by the State or any taxing district in the State 
£27:25.7213. Th^is exemption does not apply to personal property used to drill 
for or gather gas, nor does it apply to the surface rights of land. However, 
no additional assessment may be added to the surface value of the lands by 
reason of the presence of gks. - • - 

The State also levies a charge ofe 6 mills per barrel of crude oil and 
0.4 mill per 1",000 cubic feet, of gas i^pduced to pay expenses ^incurred in the 
administration and enforcement ^f the oil and gas conservation laws [53:1.73]. 

The State also levies a license fee on ail individxials mining clays, 
lignite, or other earth products. The tax is $75. if output is more than 1,000 
tons per year; $25 if output is less\ " > 



• ; . >. Montana ■ ■ ^ 

. Montana ley ies several ^special taxes on mines and mineral producl:ion. 
There are taxes on coal production, metaliferous mine, production, oil and gas 
production, micaceous mineral production, cement, and gypsum"; and there is a . 
tax on the gross ptoduct of any type of mining. In addition, since these^ 
taxes are not in lieu of the ad valorem taxes, all mines are subject to local 
property taxes. In 1977, the State received about $46-9, million or about 15 
percent of State tax revenues ,from these taxes. Gross receipts are used to 
measure the value of coal mines; other types of mines are valued on their net 
production. 

The State levies a general mineral mining tax on all individuals or -firms 
xSlning, extracting, or producing a mineral from the surface or subsurface of 



Moatana " - - 

- ^ -. _ . : ' ^ " ■ 

the State. This tax is levied at a. rate of $25 plus 0.5 percent 'bf ^:he gros4 
value of thi^production in excess of $5,000. The revenue from this .tax goes 
to a special^ State fund [SAtZOO?]. When the' ftind reaches $10 million, - 
interest may be used to rectify envirpnmental damage caused by coal mining. 
When th^ fund -reaches. $100 million, revenue from the tax as well as the ^ 
interest generated can be used. ^ . . 

Minerals axe also taxed through a, series of selective license taxes 
. levied;" on the privilegej of mining. These tax ra:tes differ allowing the State 
tof^ake account ^of differences in production costs for different types of * 
min«^^;is. * ^ 

The license fee for mining metals, precious or semiprecious stones, or 
gems is based on the gross value of the products. The annual fee is $1 plus 
the gross production levy. Rates for the gross prodiiction levy are: first 
$100,000, 0.15 percent; above $100,000 not \^ceeding $250,0.00,,. 0.575 percent; 
above $250,000 not exceeding $400,000, 0.86 percent; above $400,000 not 
exceeding $500,000; 1.15 percent; above $500,000, 1^438 per cent £84:^ 

The State licence tax on - micaceous minerals such as vermilculite, perlite, 
kerlite, and masonite^^is 5 cents per>^on. A tax of 22 cents per ton is levied 
on. each ton of cement produced > used, or imported for usie in the production 
of cement, gypsum, gypsum plaster^ stucco, wallboard, land plaster,^ or other 

?roducts. G^svm produced, manufactured > or used is taxed at 5 'cents per ton 
84:5902, 84:1102, 84:1202]. _J . ■ 

Every person producing or extracting oil or natural gas in Montana must 
also pay a tax on the total .gross value of all merchantable or marketable 
natural gas produced w .Natural gas is taxed at a rate of 2.65 percent" of \* 
g^oss value. Oil- is t^^Sced at 2.1 percent of the. fir^t $6,000 of t^al g 
value of the petroleum, and other mineral or crude oil produced f rom^%ach ■ 
lease within a unitized property -during a calendar quarter.- Pfoductipn i^ : 
excess o-f ;$6v0G0 in gross value during each . calendar quarter Us taxed at 
2.65 percent [8^:2202].'; ' • , • 

^ A' conseirvation tax :fs also levied at rates stet by the State Oil and Gas 
Commission. The rates are currently 3/8 cent peir barrel of oil on leases 
producing an. average of 25 barrels per day or less and 3/4 cent, per barrel on 
production from wells averaging more than 25 barrels per day. For natinral 
% gas the rates are 2.5 mills per 10,000 cubic feet of natural gas if marketed . 
for more than 15 cents per 1,000 cubic feet [60:l45l. The proceeds from the 
cpnseirvation tax are used t'o pay the expenses of the Oil and Gas Commission. - 

Coal mining is also taxed through a license tax*. The 1975 legislature 
modified the existing coal producer's license tax to take better account of 
the differences in cost between strip mining and underground mining. The . 
legislature also hoped to stabilize the flow of tax revenues from coal mines 
to local government through the property tax system and to simplify the struc- 
ture of th.e coal taxation system in Montana. To accomplish tfhis they imposed- 
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a seyerance tax with the rate depending-on both _the heading quality of the 
coal and t'he' way ±n which It was Wined.' The rates are r 

Btu* is/lb Surface aine « Undergroxmd mine . 

7,000 or leas ' 12c/ton or 20% of value " 5<?/ton or 3% of valuel 

. 7,000 to - RvOOO;- 22c/ ton or 30% of value 8<:/ton or 4% of value \ 

,8,000 to 9,080 34c/ton ot 30% of value . lOc/tpn or 4% of value i 

more than 9, 000 40<?/.ton or 30% of value l2c/ton or 4% of value 

Ta3q>ayers are entitled to exclude 20,000 tons^ of coal annually from the tax. 
Revenue from the^coal license' tax is allocated in the following way:; , 
: ' ' . ' r '.- ' ■' \ ~ ^.r \ ' ■ - ' ' ■ ' 

. ■ 1* Through 197 9v the State Coal Trust. Icpnd receives 25 perce^ 
of all 'coal license tax revenues; afterwards the t 
; " will receive SjO.perceht of all revenues. ' ' ^' 

' ' ^ ■ '■ ■ ■ ■'■ ' ' . ' ' - .^j , ■ :' 

2. Until 1980, the county receives 1;5 percent of the value of 

^ • the coal mined in: the county; beginning in 1980, the county 

will receive no revenue from, this source • 

3 . Un ti 1 1980 the Alt ernat ive Energy Res earch and -Development 
Account receiver 1; 875 percent of to4:al collectibnis ; after- 
wards. 2. 5 percent of collections will go thatvaccotmt w^. ' 

4* Until .Jttne 30 , 1.979, the Local .'ImpactV and Educatioi?, Trxist : : 
, Fund receives 15,.875-.percent of total, coilections ; ;2^&^ 125 \ - ^ V"^ 
: V V_^ percent of July 1, 1979 "and December \ 

^1979; and 1^. 75|percent of all collections^thereafter wllP \.\ * 
-:'go to vfhisvfund,: . , ■ ^ 

5. The Coal Area ^tojghway Improvement Account will receive 
' 9*75 percent of 'all collections from July 1, 1977 to 
June 30,* 1979. ^ V 

.6« Through 1979, the State- School Equalization Fund will . , 

receive a^. 5 percent of all collections^ after that time 
it will receive 5 percent^'of collections. 
" ■ . ■ ■ ' . • ■ V . \ . ' ■ ■ ; ' ,^ 

7. Through 1979, 0.75 percent goes to thfe County Land PianrS^g 
Account; ' after then, that account.will receive 0.5 percent 
of ciollections. ^ . - " ' 

^ ' 8; : Through 1979, the Renewable Resource Development eAcco^xnt 
receives 1.875 percent of collections.' After that time, .. 
1.25 percent. / 

^ . • ' ■;■ ■ :■ ■ ■v;-;;.-;.-. 

9. Through June 30, 1979, parks acquisition operation and ^ , . 

management receives 1.875 percent of' collections. From 




Montana/New Mexico ^ V i? • - . 

■July 1, 1579 to December 31, 1979, 3, 75 'p|p^^ 
^ajLlocated.to this function, .and^foliowingi%eceni|fer 31, 1979, 
2.5 percent.-. (>\ ' 

All other revenues are deposited to the Stat^ gehieral fund 

The same, acf establishled a Coal Board to make gtants .to , local govern- 
ments axfected-by coal development. The board has seven members all of 
whom are appointed by the Governor. * Two are required, to have, expertise in 
school matters and two otjiers must reside in coal impact areas, 

s> ■ ■ . ■ ■ . . . • • . 

» »» • ■ • >. . 

T^xes imposed on mineral production in Mcintrana are in . addition to the ad 

• valorem taxes due. Montana has a classified, property tax system:in which all * 
property- is put. in one of 11 Classes. All property, except mines and agri- 

. cultural lands is assessed at 40^ percent of full value. Local property 
taxes, however, are levied on taxable yaluSsi. which Is determined by multiplying 
the assessed value by tKe particular ratie associated with the property- class . 
Foi; class 1 property, whichV includes annual net proceeds of- al^L mines except - 
coal and metal mines, and the rig^i|: of entry; uppn iidnin^ liahd,'^ taxable 
is 100 percent of market value. / Gross proceeds from ^tip -mines; ar^^^^ 
at ,45 percent of; full v£blue, and -proceeds 'from underground "mine^^t "33-1/3/ 

^percent. Tbe groats proceeds of ■ metal mines are assessed at 3. percent [84:301^ 

• 84:3Q2, 84:.79073. J| .. : ' ^ v ; ' . / / . : ; ; 

*. - Th^ ^?75 legislature enacted a measure re<|)td.ring , any person . i^ 
•cons.truict ^/new indastrial facility, including a^ mining facility, to prepay . .. 

. on: request an amount not to exceed three times the estimated property tax .due ' 
the year. ^the facility is^ completed. One-^fifth of the amount prepaid will then 
be. -allowed ^as a credit against property taxes in each of the first 5 years 
of operation of the- facility. [CUH^ 571, Laws pf 1975] . - 

- - , '■ ■ ■ New Mexico ' " . '" 

New Mexico has an extensive and complicated mineral taxation system. In 
addition to the Stat'e taxes which mtxst be paid by all firms, -hard metal 
mining companies must pay a severance tax and a resource excise tax. Oil and 
natural gas producers are subject to a separate tax system.- In 1977, the . . 
State received more than $102 million in severance taxes,' more than 17 per^-- 
cent of State tax revenues. > 

'-. .The severance tax, which"^ underwent significant modifications in 1977, is\ 
levied on. all natural rescmrce products severed except oil and gas. The tax 
_ is. based on the gross value of the product. For ipinerals -other than potash, 
, uranium, molybdenum, and coal, gross value -is . the sales value of the severed 
product at the first niarketable point without deductions.. For minerals with / 
a posted or field price at the point of production, however," gross, value 
is its. posted -field or market price, . less the expenses of hoisting, crushing, 
and. loading necessary- to place the severed- product in a marketable form in a 
maxketable "place. . These deductions are limited; to an amount less than 50 per- 

' ■ •■•^-/.■' ■■■ ■ -.. 38-^---,- . ■■ . ; 
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cent of the gross sales price. For products that must be benef iciated, the 
gross value isf the sales value after deducting freight charges fr%m the^ point 
of ' severance to tlie point ^of ' first sale and the -cost of belief iciation. > 

The gross value of potash.and molybdenum i^ determined slightly differ- • 
\ntly. For potash, the gross value/is 33-1/3 percent of the proceeds 
realized from the sale of muriate of potash and sulfate of potash magnesia, 
and 33-1/3 percent of the value of those products consumed in the production 
•of other, potash products, less ,50 percent of the reported value as a deduction 
for the expense of loading, crushing, processing, and benef iciation. For 
molybdenum, the gross value is t-he value of the molybdenum contained, in con- 
centrates shipped from a mine site, less 50 percent of that value as a deduc- 
tion for the expenses of hoisting, loading, crxi^hing, and benef iciating 
[72;18.4(d)]. : . - v^^ . ' ^ - . ^ 

'■- *. ' " ^ ■ ' 

. Minerals, then, are divided into classes 'and • t-ax:ed at separate rates as 

follows: 



Class 



Mineral 



Tax rate 



A ' * Potash '. . 

B . : , " I/ " - v. .®PPP^^> ■ ' ' : ' ■ v. 

,C-".'. •■ ■ ■ ; : TimSbr-; ■. 

D ^ Pumice, gypsum, sand,' gravel,-, clay,, fluorspar , 
and other hbnmetallic minerals ^ " 

E Gold, silver, manganese , lead , zinc, thorium, 
molybdenum,-, -rare earthy and other metals 



2. 500.: 
/0..500 

. a. 125 

- 0.125 f 
0 .125 , 



The severance tax dn coal is levied on a per. ton basis • Severance of 
steam coal is t:axed at $0.38 per ton, metallurgicial coal at $0.18 [72:18.6] 
Uranium production is .taxed according to' the following schedule': . 



Taxable value of U^Og 



over 


but. less than 






Tax per pound 




$ ^ 0 


$ 5.00 












$ 5.00' 


$5.00 


$ 7.50 


$0.05 + 


1. 


6% of 


excess 


over 


§ 7.50 


$10-00. 


,$0..09 .+ 


2. 


0% of 


excess 


over 


$ 7.50 


$10.00 


- • $15.00 


■ ■ $0.14.+ 


3^ 


0% of' 


excess 


over $10.00 


$1S. 00 


$20.00 


$0.29 + 


4. 


0% 


excess 


over 


$15.00 


$20.00 


$25.00 


■ " $0V49' + 


5. 


0%oof 


excess 


over 


$20.00 


$25 . 00 


V. • $30.00- 


$0.74 + 


7. 


0% of 


excess 


over 


$25.-00 


$30.00 


$40.00 


$1.09 + 


9. 


0% of 


excess 


over 


.$30.00 


$40.00 ■ 


$50.00 • - 


$1.99 +12 


.5% of 


excess 


over 


$40.00 


$50.00 




$3=. 24 













/ . If, however, the taxpayer registers with the Department of Revenue an. 
arms length 'contract entered into prior to January 1, 1977,/ which does not 
allow the taxpayer;, to obtain 'reimbursement for all of the additidnal. taxes 
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Imposed by this section, the severance tax on the materiai .covered by that 
contract is 1.25 percent of the taxable value of each pound ^of U^Og contained 
in and recovered from the. turanium ore [7Z:18. 7] . > / 

A r Source excise tax is also levied on the severing of hard minerals* 
This tax is really three mutually exclusive taxes — a resources tax, a pro- 
cessors tax, and a 'service tax* For all resources except ti^er , molybdenum, 
and potash, the resources tax' and the processors tax is 0.75 percent. For 
potash, the resources tax is 0.5 percent and the processors tax 0.^125 percent. 
For timber, the resources tax is '0.75 percent and the processors tax 0.375 
percent. For molybdenum, both the resources and the processors tax are 0.125 
percent [72:16A.23,24j'. In the case of both timber and potash, the tax is 
designed to encourage '^intrastate processing of the^esource. The service tax 
is levied against natural resources -severed or processed and owned by another 
individual which are not otherwise taxable. The tax is imposed at the same 
rate as the .resources tax [72:16A.25]. . . ; 

Unlike many States, the mineral taxes in New Mexico are not levied in 
lieu of other State and local* taxes. Any individual who sells nonrenewable- 
natural resources other than for subsequent sale in the ordinary course of 
business or for use as an ingredient or component of a manxifactured product 
lis subject to the gross receipts and compensatory tax C72:16A.l-9]. • ' 

Mineral property is not exeaxpt from the ad valor^n tax iiS^^New Misxico 
either- Mineral properties, other Hhan those producing potash or uranixmi, are 
classified as class one nonproduclng mineral property if they are held, under 
private ownership and known to contain commercially workable minerals, but 
are npt presently be Jiig mined. ^ Class one producing mineral property is 
property meeting the reqiiiremeiits for class one nonpisoduclng mineral property » 
except that it is being mined. Class two mineral property is defined as 
minerals taken from property where* the United vSCates holds the mineral rights. 

Class one productive mineral property is valued * at 300 percent of the 
annual net production value of . the property [72:29.12]. The surf ace : value for' 
agricultural- or 6ther^^urposes''also is^ when the surface interest is 

heM^by the same owneflrs as the mineral tights. V ; ; 

■ ■ ■ ■■ ■"■ ^,■ *: ■ ' ■ ' . ■ . ' .: 

Glass one nonproductive mineral property. is valued for ad valorem tax , 
purposes by applying a per acre /^iue determined .by the Department of Revenue 
to the surface areas of the property. This per acre value is to be based 
on the bonus bids accepted by the Coimaissioner of Public Lands for the latest 
period in which bids were' accepted foif the sale of mineral leases ;. 

Class two mineral property is valued at an amozmt equal to 300 percent 
of'the annual net production [72:19.14]. 

. Oil -and gas 'product ion in New Mexico is subject .to a different set of 
taxes. The State has Imposed an oil and gas severance tax [72:19], an oil 
and gas privilege tax [72:21.4], and an :oil and gas equipment tax [72:22^" 
72:24]-* The oil and gas severance\tax was modified in 1977. The tax is now 
$0.05 on each 1,000 cubic feet of natural gas p^roduced at a pressure base of 
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15.025 poimds per square inch absolute and. at a temperature base of 60^F* 
Oil: and liquid hydrocarbons removed from natural gas at or near the wellhead 
are taxed at* $0.45 per standard barrel [72:19.4] • 

Taxpayers liable for the payment of additional oil and gas taxes imppsed 
by this ..section are entitled to a credit against the tax if they entered into 
a contract prior to January 1, 1977^ for the sale of oil or gas and that 
contract does not allow the taxpayer- to obtain reimbursement for any addi-- 
tional taxes imposed. The credit is equal to* the amount of increased taxes 
'for which the taxpayer— is'labt reimbursed. 

i The 1977 New Mexico Legislature also enacted a severance surtax on 
uranitjm, coal, oil, natural gas, and other liquid hydrocarbons. The surtax 
on uranium applies only to U^Og with a taxable Value exceeding $50 per pound. ^ 
This surtaSc rate is con5)uted by multiplying the dollar amount /of the' tax 
per pound by 25 piercent of the percentage rise in the consumer price index 
for the previous year. * - 

For coal, oil, natural gas, and other liquid hydrocarbons the surtax 
is equai to the unit amount of severance tax multiplied by the percentage 
increase, in the consumer price index from 1976 to the present calendar, year. : 

Finally, the State applies an oil and gas production tax in place of an 
ad valorem property tax. The tax is imposed on the a^^essed value of produc- / 
tion which is an amount equal-to 150 percen^r of the value of the products 
after deducting royalties paid to the United States, the State, or any Indian 
tribe and , a reasonable expense for trucking 1:0;, the first place of market. 
Assessed value is determined by applying the iiniform assessment ratio to the 
taxable value of the product [72:22.4]. \ / ; 

North Dakota . 

North Dakota has a gross production tax on oil and natural gas and a 
severance tax 6n coal. 'In 1977, these taxes produced more than $15.4 million 
or slightly more thanks. 2 percent of totfal tax revenues* 

The gross production tax on oil and gas is levied at 5 percent of the 
gross value of production at the well [57:51.02]. This tax i-s in lieu of - 
all ad valorem taxes imposed by the- State, coxinties, cities, townships, . 
school districts, and other taxing jurist^ictions on the prop^^ty rights;, . 
attached to producing oil or gas,, upon machinery or equipment us^d in the ^ 
production of gas or oil, or on the /gas or oil produced [57:51.03] • 

One percent of the gross value of the gas and oil at the well (20 percent 
of the tax revenue), is credit^ to the State's general fund. The remaining . 
80 percent of -the production tax revenue is divided as follows: 

1^ ' .The first $200,000 of revenue from each county is d"ivided 
id.th. 75 percent going to 'the county and 25 percent to the 
State's general f undi- 

. . ' '■■■41: . ' / ■ ■ ' • ' ■ 
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2* The second $200,000 of revenue^ from each county is divided 
with 50. percent going to the county and 50 percent to the^ 
■ State*; ■■. ■ 

-3. All anriiial revenue above '$400,000 produced^ in, any county is 

allocated 25 percent to tiie county and 75 percent to the Staters 
genial fund* 

• . . * " ** ' ■ * ' . 

Forty percent of all revenues allocated to eac^ county is to be credited 

to the county road and bridge fimds. -However, the coui^ty ^commissioners may • , 
use this money for projects dealing with the control "^and utilization of water 
resources. Forty-five -percent of all revenues allocated to any county shall 
be apportioned^ to the school districts oii a basis of average daily Attendance. 
Fifteen percent of all revenues allocated , to the counties shall be paid to 
the incorporated cities pf the county based '^n the population of the cities , 
[57:51.15]. ^ ' 

In 1975, the {legislature placed a severance tax on coal-and provided that 
a portion of the funds collected be>vavailaBle to assist local governments = 
•Reeling the impacts of development. ' This tax, which wa& to have a life of • 
only 2 years, was reenacted in 1977. Coal mining is now taxed at a rate^of 
65 cents per ton, plus, an additional 1 cent per: ton for each point the whole-r 
sale price index increases fr;om its June 1977 base. This tax is in lieu of 
any sales or use taxes collected on the sale of coal* It is not in lieu of 
ad valorem taxes on the mine site, however [57:61.01]. ' 

All money collected from the severance tax on coal goes to a specially 
created Coal Development' Fund; The funds deposited in the fund are to be 
apportioned according to the following formula [57:62.02 J: 

1. Thirty-five percent of the? funds are credited to a special fund 
for distribution through grants by the Coal Development Impact 
Office to affected cities, counties, school districts, and 

, " other, taxing districts. Fimds available are limited to the 
amount appropriated biennially^y the legislattire* 

2. Fifteen percent of the revenue is to be. credited to a special 
- ' fund to be held in trust by the State Treasuiry' and adminis- ^ 

■ f tered by the Board of University and School Lands. This - 

fund is to be available for loans to affected linits of ^local ■ 
government . Before makdLng a loan, howev^Sr, the Board of • 
. Univers^^^ and Schools Lands jnust receive the recommendation 

of the'-Coal Development Impact Off ice; The board has the * - . 
power to prescribe the terms and fcbnditioias of these loans, 
and it i^ to require a :warrant from the xmit of local 
' government as evidence. 6^ the loan. The warrants are to * 

bear, interest at a rate not exceeding 6 percent, and are / 
• to be payable^ only from money allocated from the Coal . 
Development Fimclr to the borrower . ' The warrants /are not 
, V to be considered a general obligation of the local govern- 
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■■/ ■' . ■ • ' ' ; : ' ■ ' ■ ■ '.. ■. - ■ - 

ment, npr^ shall they he, considered as indebtedness o.f . 
the xmit of government » If the future allocation of 
money to the borrowing unit of government teases, the 
loan shall be canceled./ - ^ _ 

'/.■,.*■.' ■ ' .. . ^' . ■ \ ■ ' ' ■ ■ - 

Funds/ not loaned may be invested by the Board of University 
and School Lands as provided by law 1' The income, including 
interest payments on loans, is to be deposited in the State's 
general fund. Loan principal payments are to be redeposited 
in the trust fund. . . ^ . ' . 

■ /-■■•■'"■ ■ ■ ■ ■■ * . / .". : " " ■ ■ 

Twenty percent of the revenue is to be allocated to the coal 
producing counties in proportion to the number of tons 
coal produced in each county.- Within the county, the -Alloca- 
tion is to be distributed as follows: 



a. 



. ■ . ■ ^ , ....... ... \ . . • ■ , 

30 percent to incorporated cities of the county based 
upon the population of each city, 

b. 40 percent to the ccjunty government, and 

• ■ ' ^ .• .- -V ■ • ' )■ '■ • 

c. 30 percent to school districts in the county ' > 
apportioned on^ an average daily, membership basis . ^ • ■■ ' ^ ■ 

4. Diirty percent of the revenue is deported in the State's 
general fund. ^ ' 

The same act created a Coal Development Impact Office, the director of 
which isj appointed by the Governor. . The office is\empowered to develop a 
plan to provide financial assistance to local governments in coal development 
impact areas, to study and report ,to the Governor and the legislature on the* 
impact of coal development on>locaI government, to establish procedures and 
provide proper forms for j^se irv^iiaking application for funds for impact 
assistancie, and to make grants, to counties, cities, school districts, and other 
taxing districts. In detepnining the size of the grant for which a political 
subdivision is eligible, that revenue is * considered which the local govern- 
ment will receive from taxes on the real property of coal development plants 
and from other tax or fund distribution Cch. 563, Sec. 14.4-]. : 



The 1975 legislature also levied a tax on coal conversiotu facilities, * 
in lieu of an ad valorem tax on^any of the property except the land on which 
,the facility is located. This tax is designed to provide additional revenue 
for communities where thermogenerating plants or 'plants, that convert coal 
from its natural form into a substa^Lally different form will, be located. 

The tax -is levied at^a rate of 2^ percent of gross receipts for , 
facilities other than gasification plants or electrical. generating plants. 
Gasification plants . are taxed at 10 cents per 1,000 Cubic feet of gas pro-: 
duced or 2.5 percent of gross r;eceipts, whichever is greater. For electrical 
generating plants, the tax is 0. 25 mill per -l^^lowatthour produced. . .. , . 
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■■ ■ ^ ■• . •. • . . -■. ■ . ■ . . :. ' ■ •■ ? 

The proceeds from the coal conversion tax on each facility are appor- 
tioned 65: perjceut to the State's general fund and 35 percent to the coini'ty • 
In which the plant was located. The amount received hy each county is 
apportioned as follows: « a:.'- /' , , ' . ^ 

V i ^ 1> Thirty percent is divided among all incorporated cities in 
the county \accordlng to the popiilation of each as shown hy 
the last regtilar or st)eclal census • 

2*. Forty percent is deposited in the county's general fixnd. ■ 

- / Thirty pe^rcent is divided among all ^obl districts in 
the county on the basis of average daily membership. 



Ohio 



In 1971, Ohio enacted a tax on the severance of certain natural resources 
to provide revenue necessary to meet thei environmental management needs of 
the State and the reclamation of laaji affected by stxip mining 157 A9 : 02] . , 
In 1977, the State received slightly less than $4 million from^his tax. 

The mineral tax is levied at a fixed rate per ton according to the 
following schedule: 4 cents for coal; 4 cents for salt; 1 cent for limestone 
and dolcwttite; and 1 cent for sand and graivel; Oil is taxed at 3 cents per 
barrel amd natural gas at 1 cent per I ^ 000. cubic f eet . . Although the money 
collected through these taxes is for strip mine reclamation and envdLronniental 
protection, the revenue goes directly to the State's general fund.V /! 

In 1975, as part of the legislation establishii^ a State energy of flcei 
coal conversion facilities were exempted from cori>orate taxes and peirsonal 
proper^ taxes for Tip to 30 years CS709:35L Under the provisions of' thls^ 
section, a coal conversion facility was defined to be- a gasification plant 
built under the auspices of the Federal Government, ptirsuant , to a contract 
with the Energy Research and Developin^t Agency 5 now part of the • 
Department of Energy [5709:30]. \ . 




.'i " : Oklahoma " ' ' ' 

Oklahoma levies production taxes on oil, natural gas, and several other 
ipinerais^ The tax^yielded more than $191 million or about 16.7 percent of 
tbt^ State* tax revenues In ^1 , . ' 

Every person engaged in the pTO asphalt ; petroiexmi; 

natural gas; or ores bearing lead', zinc, jack, gold, -silver,- or copper is 
liable for the severance tax. The tax is levied at a rate of 0.75 percent on 
the. grosfi^ value, of asphalt and ^ bearing the above minerals and 7 percent . 

on the gross value of petroleum and natural gas [68^1001} . However , the f irst 
$150 in gross sales estch month (from each well producli^ less than 3 barrel 
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^Jtetroieum a day or* le^^ than 5 million •cubic feet of natural gas per month . 
is" taxed at 5 percent [68:1023]. Uranium-bearing ore is taxed at 5* percent 
of gi^bss value [68:1020].. These taxes are in lieu of all taxes by the State, 
counties, cities, towns, school districts, -and other taxing districts on any - 
property rights to any of the above minerals [68:1001(f )]. 

The State Board of Equalization has the power under its own initiative T 
or at th<S" request of any person who claims his tax is too great, to conduct a 
hearing to determine if the tax levied is greater than the^ad valorem property 
tax would be if ; it were levied oir all mineral rights and personal property . 
connected with the. mining operation. The board has the pOwer to raise or 
lower tlie severance tax rate to conform to the lever of the ad valorem 
property tax [68:ltf01(h)!l. V 

The State also levies an oil excise tax of 0.25 cent per barrel. of oil 
.produced and 0.05 cent per 1,000 cubic feet of gas produced. The gross pro- 
duction tax is apportioned as follows: 

. !• Seventy-eight percent of the taxes collected on oil, asphalt, 

or ores bearing uranium, lead, zinc, jack, Id, silver,^ or: ^ , ^ 
copper goes to the State's general fund. " * 

2. Seventy-eight percent of taxes collected on natural gas is 
" distributed among funds as directed by tbe Oklahoma State 

Teachers Retirement System. ^ ■ ' ' . • 

3. One- tenth of the sum collected from- each county Is returned 
to the county treasury to be credited to the County Highway^ 

V ^Ftind. ^ . 

. • • ■ ■ ■ ' ' . ■ • ^ .. • 

4.. One-tenth of the sum collected from each county is paid to 

the county treasurer of the coxinty and credited by him on / ; 

■ the ba^is of average dal]^ attendance to the ischooi districts . ' 

of the county,, provided, that the district makes an ad valorem 

levy bf act- least 1^ mills per year and maintains 12 year^ 

of instruction. . ' 

5.. .Two percent of all moneys is placed to the credit of ther 

Oklahoma Tax Commission Fund. 
- ' ^ _- 

-In 1977, the Oklahoma Legislature enacted a conservation tax on natural 
gas and casinghead gas* The tax Is levied at 7 cents per 1,000 cubic feet, 
less \ 7 percent of the gross value of each 1^000 cubic feet of gas; proyided 
that this tax shall hot exceed one-third the gross value- of the natural gas r 
[68:1108]. ' Ten percent of the receipts from this tax goes to a Special 
Conservation Fund to be spent pursuant to legislative appropriation. Niimty 
percent of th,e tax receipts s^es to the Oklahpm;^ Public Employee:' s; Retire— > 
ment ,Fund. ' 
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the 1974 South Dakota. Legislature approved a license tax on the privilege 
of inihlng or. extracting mineral products In the Statiei. In 1977, the State"^' 
received slightly more than. $500,000 from thl« source. The license fee,,^ 
which. Is really a net production tax. Is 4 percent of^ the net profits from 
minerals or mineral products mined or extracted [l0:39*25^]^ The' law exempts 
any person mining or extracting^ minerals worth less than $100,o50 per year* 

Net profits are obtained* by^ subtracting the f ollowln&« co^ts from the " 
gross yield Qf the btisiness [10:39^26]; 



1. The cost of .ex^acting^the i6ineral f rom the mine. " ' 

\ . "2. . The cost of trasfcsporting the mineral^, or mineral pro clue t^ from, 
the mine to the place qf reduction, >:refining, ^'and sale. 



-The 




of reduction,- refining, and sale. 



4. The cost of tiiarke ting -and delivering the products and the ; 
conversion "of 'the same into money. ^ ^. 

<j - ' ■ ■ . ' ' • ^ . ' . 

5. "^The costs o^ maintaining and repairing: all mine, machinery, 

equipment, and facijl^^ties; . all milling, smelting, and. reduction, 
works and plants-; all- transportation facilities' and equipment; 
^; . and general administ;rative buildings and facilities within 
■ the State. . - ■ ■ " ■ ' 

.6. All interest costs and all insurance costs 'paid or accrued, 
and payments into pension',and ■profit-sharing trusts and 
; employee- welfare. / / . 

- 7. Depreciation on the cost of machinery, equipment-, apparatus works 
,s . plants, and facilities -mentioniBd in number 5 above. - ; . ^ ; ; r 

8. The cost of development and exploration in or about the mine 
or upon a group of mines when operated as a unit. 



9.V All State: and local taxes. 

' - ' ■ • . * 1 - ' ^ ■ ■ ■ 

* IG. General administrative exp ens (BS incurred within South Dakota. 

The pajrment of this tax is in -lieu of , all other,, occupational excise, 
income,' privilege,- and franchise taxes' levied by the' State, but is hot in 
lieu ;of . saies, use, and property taxes [l0:39.40]. 

The State also levies a severance tax on the productiorl of oil and 
natural gas. The tax is levied at 3 -percent^of/ the' gross value produced and * 
sbld at the wellhead. This tax is in lieu/W the license tax on the privilege 
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of mining In the State as well as all other taxei eicfce^ «ales, iise, arid 
property taxes CiO:39A.4].. " ■ , ^ ." • ' - ^ ' " • - ' 

. ■/ ""'^ V" ■■ d".' Tennessee • , - [ *. . ; 

Tennessee levies a production tax on oil -and natural gas and a severance 
tax on coal. The production tax on oil is 5 cents per 50-gallon barrel of 
crude oil. For natuial gas, the tax is 5 percent of th^ sales- price of the 
gas sol<i [60:^6]. Proceeds from these taxes go the Staters general fund. 
Counties and other liocal governments, are prohibited from levying a similar tax* 

In 1974 i Tennessee begatf^ levying a sever^ce tax on coal. All coal-* 
severed from the ground by any .means is taxed- at a rate of .20 cents per ^ton^ • 
[67r^023. All revenue collected im^er this tax, less 1 percent to cover 
administrdtive and .collection .expenses, ±s retuirned to the counties in which 
the- collection is made. One-half of - the revenue returned goes to the educa- 
tional system of the county. -The other half goes for highway maintenance'^ and 
water pollution control [67:5906]. / 

; ^' ' Texas \ 

The gross value of minerals: extracted in Texas^ is .larger than that of any 
other State^ The revenues from severance tdkes on oil, natural gas ^ and sulfur 
are also mbch larger than those of any other State.. In 1977, the State 
received more than $905 million from this source, approximately 19 percent 
^-^f the State's tax rev^ue. ' ' ^ ^ 

An bccup9.tion tax on the business. of producing natural gas has been, in, ^ - 
.effect, since 1931 • ^The tax is 7.5 percent of the market value of the gas' ^o^ 
dtoced [3:01 (ly cen.^ Tax]. ^^^^^^^^^^^ this tax is distributed as fdllowsr 

O.S^percent for adirinlstration and enforq^ percent of net- revenues to , 

the available schodl fund, .and 75 Toercent of net revenue to the Omnibus. Tax- :^ 
r Clearance Fund, no portion of which can be allocated to any other fund xmtil 
the needs of the Medical Fimd have been fxilly met [3 

^ Since 1933, Texas has also levied, an occupation tax on' the business of 

. producing oil in the State. The«^ax rat^ is 4.6 percent of gross Value. 

* - ■ ■ ■• . 

The State has also levied a tax on sulfur producers since 1930, This t.ax 
is levied at $1.03 per long ton of sulfur [5: Ol]. 

' Utah 

Utah collects severance taxes on metals, oil, and nattiral gas. In 1977, 
the State received more than $8. 9 mil lion from this; revenue source, about 1.5 . 
percent of the State's tax revenue. 

The most iii5)ortant source of revenue is th^ State's mining, occupat^o 
E\rery person engaged^ in mlxting or extracting pre or metal, containing gold, 
silver, copper, lead. Iron, zinc, tungsten, uranium, or other valuable metal 



Utah/West Virginia • * 

iti' the State must pay an occupation tax- equal «to 1 percent of the gross amount 
received for the product;. For oil, gas^ .or oth^t 'hydrocarbons ^h^occupation^ 
tax is 2 percent, of vaiue*. The Taw prpyides for an annual exemption from pay- 
ment of the occupation tax for the fi-rst $50,000 in gross value from each mine 
or well [59:5-.67]* The taxes collected linJer this provision go ^tb the general 
fund [59:5.84] • " ' " 

. * ■ ■ ■ . . ■ : ■ . * - • • / ■ 

. In 1975, the legislature took Isteps to minimize the impact of future 
resource development i©ff\locaL communities. The legislature recognize<i^ that: 

**» ■ • . r * " '• - ■- ■ ■ ■ . ; 

1. The development and utilization of natural resources inthfe 
State, particularly in* rural are^s,. may have* a significant 
financial "impact on State agencies, local communities, and 
, government unless financing is available so that* necessary . ' 
public works. arid improvements can be j^oyided. ' / ^ , 

; 2. Tliatt it may be necessary and in the public .interest df the - . 
' State to provide through utilisfation of prepaid sales or. use 

tax^s fjinds for these necessary public works and improvements. • ^ 

. •: ' '■' ^ . ' ' ' ' V 

3* These necessary public works and improvements may in part be • ^ • 

. ' of benefit primarily to the persbn ^developin^ or utilizing the 

natural resource in this S.tate [£3:51.1] . v. ' ' , v 

As a^ result, the legislature provided that any person engaged, in the * develop- 

nt .of a .resource facility may prepay all* or a portion of the*" sales taxes 
anticipated with the construction of the sales or use taxes^ 

anticipated to be imposed .ijpqn contractors, agents;t:^and subcontractors [63: ^ 
51*3']. All revenues collected tinder this provision go to a prepaid sales and 
use tax construction account* This account is to be used to finance State- 
reilated public improvements, including but not -limited to highways and related 
facilities and schools ^nd related facilities [63:51.5],. / 

Funds for construction of the facilities needed as a result of the ^ 
development of natural resources shall be appropriated by the^-legislature to 
the State Board of Education^nd the 'State Road Coramii§§ion [63:51.6] • Apiprop- 
riations to the school fund shall be fetiftrned to the St'ate's general fund by 
the school district in which the new facility is located within 6 years afte?* 
the facility is completed. 



West -Virginia . \ 

r ' ^ ^ . ' " V - . ' ' - ^ . . . • ■ 

The West Virginia tax structure relies heavily on a series ofdgg^nnual taxes 
on the privilege of doing business in the State. The\xtraction -c5?^-coal and 
other natural resources is one of the occupations covered under this tax, 
whJbh is really a gross production tax. . " 

••- ■ fT. •"' ' ' ■ : \ ■ • \ 

The gross product of miners is staked at the ^following rates: 3^5 percent 
for coal; 2.-2 percent for limestone or sandstone; 4.34 percent for' oil; 



^ West Virginia/Wisconsin 

8.63 percent for natural gas Xt|^ excess of the; value of $5,000; 4.31 percent for 
blast furnace slag.; 4.34 percent for sand, gravel, or mineral products not 
quarried or mined; and 2,86 .percent for other natural resource products 
[11:13.2a]- ' ^ - t 

_ In 1975, an additional tax on the severance d^^^coal was enacted. This 
act added >,an additional 0.35 percent to the tax previously imposed'. Seventy- 
five percent of the net proceeds of this additional tax is distributed to the 
counties where coal is mined in proportion to the total coal production of the 
county. The remaining 25 percent of the net, proceeds is deposited in the 
county and municipal fund [11: 13.2-C] . 

• ' r ' . ■ ' ■ ■ ■ • ■ 

' ^ ^ ■ "' 

-• • . - ■ ■ ■ . .- 

Wisconsin 

The 1977 Wisconsin Legislature enacted a single comprehensive net proceeds 
tax with a progressive rate schedule for all metallic mineral mining. This 
tax replaced proj^^usly existing taxes on the mining of low-grade iron ore 
and copper. Tlf^Taxes in place in 1976 produced $184,930 in State reyenues. 

In Wisconsin, taxable^ net proceeds are computed as follows [70:375.4]: 
' ' . " - *■ ' . 

1. »Gross proceeds are equal to the company's production of ore or 

/ ' " X ore concentrate during the taxable year multiplied by the - 

appropriate price'. For taconite pellets, copper, lead^ ;zinc^ 
" silver, and gold, the price is computed from the monthly prices 
published in the Engineering . and Mining Journal . For otheV , - 
metallic minerals or other forms of metallic minerals the ^ 
price is determined administratively by the; Sejsretary of 
Revenue [70:375.3]. ^ ■* 

2. Net proceeds is then gross proceeds less ^deductions. for expenses 
incurred by. the mining company in converting the ore iii the ground^ 
to the product to which the published price applies. Deductions --r^ 

sallowed itoclude: ' - " . - > 

* ' - ' ■ ■ • ^ '. . ■ " ■ 

' a. costs of labor, tools, appliances?, and^ supplies used in 

^. • mining, ' > ^ ^ 

b. - costs of transporting, milling, reducing, as.saylng-^ 'and 

saii5)ling 'jthe ^ore, j ' \ , f - ^ ^ 

c. expenses for administration, 'accdUnting,* appraising, ' 
legal, medical, engineejrang, clerical^ and"* -technical , /, 

^. * .. services directly related to mining in 'the- State,^^ ...^ . 

. d. '^expens^s related to repair and maintenance, ^ 
jT e. general and personal property taxes, - 




Wisconsin ■ - ^ , 

. f* rents paid on personal property used in mining, ; . 
- g; ' cdsts of employee relocation within the State, 
h» premiums for bonds required by State law, 

i# premiums for insurance on persons or tangible assets, ^^s;^ 

losses from uninsured casualty losses and the sale of 
* personal property used in mining, ^ 

straight-line depreciation on machinery, mill, and reduction 
works, buildings, structures, and permit fees, license fees, 
and other fees require^ by the State • : 

Net proceeds, as calculated above, is then subject to tax at the following 
rates: 7 . , -. - 



Net proceeds Tax rate ,jf^) ; - 

$ 0 to $ 100,000 no tax 

^ IOC; 001 to $ 4,000,000 6 

$ 4,000,001 to $10,000,000 12 ^ * 

$10,000,001 to $20,000,000 16: 

$20,000,OD1 to $30,000,000 = 18 - ' ''^."r 

: ■■ over $30,000,000 .: •; •;20- ^ ^ '■.■'-■.^ - ^ / ■ 

; ; Fifty percent of , the revenue from the net -proceeds^ tax goes to th^ State's 
general fund^ The other 50 percetnt goes to the Inyestmiea|fe^and Local Impact 
Fund,^ . 'Of the money going to the Investment and Local Ii^ct F^ V 
&r $3:OO,GQ0-^whichever is less—goes to the county* in which the mineral^ were • 
extracted. The city, town, or village wh^e^^extraction -occurred receives 10 
.percent or $75,000, whichever is less, ^lool districts incurring costs 
attributable to mining are eligible for assistance on a case-by-case basis 
[70:395.2(d)]. . . 

The Investment and Local Iii5>act Fund xs^tfiinistered by a special board 
attached to the Department of Revenue for administrative purposes, but with. • 
independent administrative rulemaking authority.- The board has eight members 
including, the Secretarjr of Local AJPf airs and Development, the Secretary of • 
Revipnue, two public members, two n^nicipal officials, one county official, and 
pne -school board .member. The members are appointed by the Governor for 
"Staggered 4-year terms • -vO^ and one local of f icial ^inust reside ' 

in. a county or school district yfiere mineral development is occurring, or in 
an adjacent cpunty or-schbol ^district . ^lone:: local" of f icial must live in. a ^ 
county or school dlsirlct w!;e jextractlbn is occ^ dr an adjacent : 

dlstrlpt. • Provisions exist requiring' recommeildation;. pf^^ locaK bfflcials^.,^^/: ■ . 
by the appropriate professional asisoclations [15:435.i(h)]. ^- / - 



^ , ' ^ Wisconsin 
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The Board's duties,' in addition Jto making the guaranteed payments to 
counties, towns, villages, and cities, include certifying the eligibility of - 
schdol districts for assistance' and making discretionary payments to counties 
and municipalities. The Board's power in this area. Is limited, however, since 
the statutes establish both a priority system and a list ^of the types of * 
projects eligible for funding under the priority system. Payments are made 
first to those counties, cities, towns, villages, and school districts in 
which minerals are extracted or, were extracted within the last 3 years>,or 
in which a mining permit has been issued. Distribution is next made to muni- 
cipalities adjacent to municipalities where minerals are being extracted. 
Lowest priority is assigned to. distributions to- municipalities in which 
minerals are not extracted and which are not ^adjacent' , to municipalities ^ri, 
which minerals are being extracted. . \ 

Purposes for which the. Board may make discretionary pajrments include: • - 

1. Protective services, such as fire and police. 

2. / Highway, repair or construction necessitated by the construc- 

tion or operation of. the mining facility. 

• . 3. -Studies and projects for local "development.. 

J : " 4. Monitoring-' the effects of «. the.'m'ihe -on the enviVon^ 

-^5. Extraordartfary rcommunity services and /facilities necessitated,; 
. J • ' by. the "^mining activrtyl^ i^- - . : : - 

6. ^v-Legal' coutisiel and technical consultants to*" represent and assist > 
' muiiicipalities appearing before State agencies on matters \ 
relating to mining., A ' .^"^ 

' '\ 7. Other expenses associated with the construction and operation 
pf the mining facility. > . 

8. The preparation of areawide community service plans. 

9. Provision of educational services in a -school district. ^ 

... 10. Expenses attributable to a permanent or temporary shutdown of 

a mine,' including- costs of * retraining and the cost of operating 
^ * a job- referral service. 

■ ■> . : . ' ' ■ ■ V ^ 

Tax revenues goings to the Loc^l Impact and^ Investment Vund not distributed^ to 
local units of government are to be invested by, the Board. The Board also 
has the responsibility for distributing Federal mining rievenue received by 
the State from sales ^ royalties, bonuses, and rentals of Federal. land. 
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if Wyoming ' . 

^Wyoming leyles an oil and gas production tax, a coal severance tax, apd 
a "^mining exqise tax. The gross proceeds from all mines also are included in 
the State and local property tax base. The special mineral taxes produced 
nearly $47 million duririg fiscal 1977, or more than 20 percent of State tax 
revenues* ' ^ - ^ 

The Wyoming Legislature passed an extensive series of bills designed to 
reduce local fiscal iinpact of new development. The program includes the 
Issuance of revenue bonds to finance a State community development authority, 
a special coal tax for impact assistance, and an industrial development 
information and siting act which forbids issuing a permit for the construction 
and operation of the facility if -a means of alleviating negative in^acts is 
not specified* - : ^ 

The Wyoming Communi'ty Development Authority' was ' created and authorized 
to issue up to $100 million of revenue bonds so that the State can provide 
assistance in areas where there have been major development impacts and where 
needed facilities and services cannot be financed through existing sources. 

This program is unique because it has the power to make loans to the 
private sec'tor to provide financial institutions in the affected area with 
additional mortgage money as well as the power to loan to public agencies. 

"because the Community Development Author;ity has the power to set terms for 
repayment of loans to local govemmehts,\ the act may serve as a way of 
channeling new funds into the local community during the early stages of 
the development. A court test of "the constitutionality of this act has been 
initiated at the request of the State^ Consequently, applications for funds 

.will not -be accepted for at least I year. 

The Wyoming Community Development Program has several advantages over 
the-coal impact board programs used in other States. It allows the moblllza- 
- tlon of a considerable amount of capital, relatively quickly-^not dependent on 
the actual mineral production in the State— and it allows-; some .aid to the 
private sector in communities feeling the impact.^ The* $it|6^million of funds 
made available for impact assistance appears more* .likely^ to 
amount than that provided in other States. However, the ci^mmunlty has no 
certainty about receiving funds. There could' be considerable' delay before the 
loan is granted, depending on .the actionv of the Cotimiunity Development 
Authority. ^ ' . V ' - ' ' 

. : ■ - •" ^' 

The most iti5)ortant tax is the mirilrig excise tax. Thi^ tax is, levied at 
2 percent of the value of the gross product extrac: ted f other 
precious metals, soda, salxheV coal, petrbleufQ ;.or other cr^^ mineral oil. 



. A detailed review of all the legislation dealing with* /the economic 
impacts of^ energy development in Wyoming is in Hayenand^ Watts, bp. clt .;^ 
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Wyoming' 



and natural gas « 
[39:6.3Q2]. 



Revenues from this tax go to the State's general fund. 



In addition^ the extraction of coal, uranium, -trona, oil, and natural gas 
are subject to several other excise taxes. The ratejs and the disposition of 
the revenues are given below [39:6.303] ; \ . 



Minerals 

Coal, uranium, trana, oijl, 

natural gas, oil shale 
Coal, uranium, trona ; 

Coal \ 

Coal , : ^ ' ^ 

Coal /• > 

Coal ' ^ ^ /" ■' . ' 



Tax rate (Z) 

2,0. ' 

• 1.5 ' 

1.0 
1.5 

. 2.0 ^ . 
: 0.5 



Disposition of revenues 

Wyoming Mineral Trust Fund 

Capital Facilities: Revenue 

Account • 
Highway Fund 

Water Development Account 
Impact Tax' Revenue Account 
Wyoming ^Mineral Trust Fund 



The tax going to the 'Capital Facilities -Account W;i 11 expix^ on January 1 
following the year in which the taxes collected tqtar $250 miilion. The tax 
gblrig^to the Impact Tax Revenue Account is to expire on January 1 of the year: 
^following that in which total^tax collections from this tax total $160 
milllbn [39:6V303(b)];^ ^ - ' , - 

Th^ distribution of the reveniieg obtained from the- special severance tax 
is under the jurisdiction of the FarmVLoan Board. Revenue is. to be used to 

- assist ±d areas affected by tfie production of coai. At least 50 percent of ^ . 

; the .revenue must be used for hi^ways and-^streets, while the remainder may be 
used for water and sewer projectsl^. The Board has conplete freedom in the 
choice of terms for the grants or loans. : 

, An oil and gas production tax is , levied on the value of the well of alT oil 
and gas produced, saved, sold, or tratisported-. this ta^ not exceed 0*4 - 
mill per dollar of value [30:5.116]. . ^ V - 
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